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TRANSPORT COMPETITION AND PROPOSED REPEAL 
OF THE LONG-AND-SHORT-HAUL CLAUSE 


HAROLD D. KOONTZ 
Colgate University 


to the railroads and the struggle of American railroads for 

solvent existence have not only given impetus to government 
aid for the industry but have softened in some quarters demand 
for restrictive regulation. To be sure, the Transportation Act of 
1920 supposedly changed railroad regulation policy from a puni- 
tive one to a policy dominated by consideration of the need for 
an adequate and efficient transportation system. Nevertheless, 
this act provided for no relaxation of railroad regulation and even 
increased the scope of restrictive control by the government. In 
recent years, however, measures to loosen the hold of the Inter- 
state Commerce Commission on the railroads have gained some 
support. Faced with pending legislation to reduce the working- 
week and limit the length of trains, railroad management must 
look with relief to the proposed repeal of the long-and-short- 
haul clause. 

Championed for several years by Congressman Samuel B. 
Pettengill of Indiana, a bill to repeal the long-and-short-haul 
clause, found in section 4 of the Interstate Commerce Act, seems 
to have promise of being enacted into law. Although the repeal 
has been proposed in several sessions of Congress, it has not yet 
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been passed.’ The bill was passed by the House of Representa- 
tives in 1936 and 1937, but it has not been acted on by the Senate. 
While opposition of certain leaders in the Senate has to date kept 
this bill from being brought to a vote in that house, the generally 
favorable reception of the bill and the array of railroad shippers 
and labor in favor of it indicate possible enactment. 

The purpose of this paper is to examine the proposed legislation 
in the light of its effect upon regulation of railroad rates and upon 
the rate policies of railroads and other carriers. What effect this 
modification might have on transport competition and on rate 
discrimination, and whether it represents a serious relaxation of 
railroad-rate control, are matters certainly open to question. 


THE PRESENT .ONG-AND-SHORT-HAUL CLAUSE 


When the federal government undertook to regulate the rail- 
roads in 1887 it was feared that the railroads, if not restrained, 
would engage in cutthroat rate reduction at competitive points 
and, at the same time, would advance rates at intermediate non- 
competitive stations. As a result, the Act of 1887 incorporated a 
specific prohibition against lower rates for a longer than for a 
shorter haul, in addition to making ‘“‘undue or unreasonable preju- 
dice or advantage in any respect whatsoever” in regard to any 
“locality” unlawful.’ ; 

As originally constituted, section 4 made it unlawful for the 
railroads subject to the act 
to charge or receive any greater compensation in the aggregate for the trans- 
portation of passengers or of like kind of property, under substantially 
similar circumstances and conditions, for a shorter than for a longer distance 
over the same line, in the same direction, the shorter being included within 
the longer distance. 


* H.R. 12201 was introduced in 1933, H.R. 8100 in 1934, H.R. 3263 in 1935, and 
H.R. 1668 in 1937. While these bills have not been identical, their purpose has been 
to remove most of the restraint placed on long-and-short-haul rate-making by sec. 4 
of the Interstate Commerce Act, as amended in 1910 and 1920. 


? T.e., in sec. 3 of the Act of 1887; amended in 1935 (Public No. 261 [74th Cong.]) 
to include “‘port,” ‘‘port-district,” “gateway,” or “‘transit point,”’ as well as “‘lo- 
cality.” This amendment followed restriction of the term “locality” by the Su- 
preme Court in Texas & Pacific Ry. v. U.S., 289 U.S. 627, 638, 644 (1933)- 
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To appease opponents of this prohibition, the act further pro- 
vided that the Interstate Commerce Commission might grant re- 
lief in special cases from the operation of this part of the act, to 
the extent that investigation should show it to be desirable. 

Owing to judicial interpretation of the phrase “under substan- 
tially similar circumstances and conditions,” the original long- 
and-short-haul clause became practically meaningless. In the Ala- 
bama Midland case, the Supreme Court held that railroad com- 
petition was a factor properly to be considered when determining 
dissimilarity of circumstances. Hence, the long-and-short-haul re- 
striction could not apply where rates were made to meet this 
competition.* Since the commission had already held that dis- 
similarity could be caused by the existence of water competition,‘ 
the railroads, before 1910, had little to object to with respect to 
section 4. 

In 1910, as a part of the program of tightening railroad regula- 
tion, Congress strengthened the long-and-short-haul clause (1) by 
deleting the clause ‘‘under substantially similar circumstances and 
conditions,” (2) by making the law applicable to routes including 
connecting railroads as well as lines of one railroad, (3) by adding 
the provision that a carrier should not “charge any greater com- 
pensation as a through rate than the aggregate of the intermedi- 
ate rates subject to.... the Act,”’ and (4) by providing that, 
when rates are reduced due to water competition, an increase of 
rates should not be allowed unless the increase rested “upon 
changed conditions other than the elimination of water competi- 
tion.” 

Further amendment of the long-and-short-haul clause was 
made by the Transportation Act of 1920. Congress restricted 
commission discretion in granting fourth-section relief by provid- 
ing that long-haul charges must be “‘reasonably compensatory for 
the service performed.” A second restriction was embodied in the 
equidistant clause. According to this amendment, the commis- 

31.C.C. v. Ala. Mid. Ry. Co., 168 U.S. 144 (1897). Moreover, in the Jntermoun- 


tain Rate Cases, 234 U.S. 476 (1914), the Supreme Court held that before 1910 the 
carriers could determine “‘primarily”’ the dissimilarity of circumstances. 


4 Re Southern Ry. & Steamship Assoc., 1 1.C.R. 278, 288 (1887). 
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sion’s power to grant relief to carriers because they operate over 
a circuitous route between competitive points was limited by pro- 
viding that intermediate points on that route might not be 
charged a higher rate than the through rate, if the distance in- 
volved was no greater than the mileage of the direct route.s 
Furthermore, Congress enacted into law a principle, generally ad- 
hered to by the commission previous to 1920, that fourth-section 
relief should not be granted merely because of “‘potential water 
competition not actually in existence.” 

To summarize, the long-and-short-haul clause at present in- 
cludes the following restrictions on the commission’s authority 
to grant relief from the general prohibition that rates for the 
longer haul shall not be less than for a shorter haul over the same 
line or route, and that rates for the longer haul shall not be 
greater than the aggregate of the intermediate rates.° First, the 
lower long-haul rates must be “‘reasonably compensatory.” Sec- 
ond, water competition must be actual and not merely potential. 
Third, when rates are reduced due to water competition, an in- 
crease of these rates must be based on grounds other than the 
elimination of that competition. Fourth, long-and-short-haul re- 
lief for circuitous routes must conform to the rule that rates to 
intermediate points no farther from the place of origin than the 
distance of the most direct through route between competitive 
points shall not be higher than the through rate. In addition, of 
course, the long-and-short-haul rates are subject to the prohibi- 
tions against unreasonable or discriminatory rates in other pro- 
visions of the Interstate Commerce Act, notably sections 1, 3, 
and 15a. 

s E.g., suppose two carriers, X and Y, operate between points A and B, the 
route of carrier X being longer than that of carrier Y. On a rate from A to B, 
carrier X may be allowed to charge the same rate as that charged by Y. But non- 
competitive points between A and B over X, which are no farther from A than the 


mileage from A to B over Y, cannot be charged rates greater than the through rate 
between A and B. 


6 While a part of the long-and-short-haul clause (sec. 4), the prohibition against 
the long-haul rate being greater than the aggregate of intermediate rates is aimed 
against the making of competitively low rates at points on a long-haul route. This 
restriction might better be called a ‘‘short-and-long-haul’’ clause. 
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COMMISSION INTERPRETATION OF THE 
LONG-AND-SHORT-HAUL CLAUSE 

While no attempt is made here to analyze in detail the inter- 
pretation of the long-and-short-haul clause,’ a few general prin- 
ciples can be indicated. Obviously, the determination of any rate 
involving the distance principle may present problems of dis- 
crimination and rate reasonableness in addition to that of the 
long-haul rate. Also, in case of rates to which section 4 is applic- 
able, the procedure is different from any other rate provisions of 
the Interstate Commerce Act. In these other cases the carrier 
files a tariff which automatically goes into effect unless challenged 
and suspended for examination and hearing. Where a carrier de- 
sires to charge more for a shorter than for a longer haul, the law 
requires that such charges be made only “in special cases” and 
“upon application to the Interstate Commerce Commission.” In 
other words, in such case a tariff cannot be filed at all until relief 
from the long-and-short-haul prohibition is granted, the entire 
burden for justifying the charge thus being thrown on the shoul- 
ders of the carrier. 

To some extent the commission’s authority to grant relief is 
limited by the law, especially as amended in 1920. Where such 
authority is not so limited or defined and where other provisions 
of the act do not serve to limit the commission’s discretion, the 
commission is free to withhold or grant relief, after investigation, 
as it feels wise, and to prescribe the extent of the relief. 

So far as the limitations on the commission’s discretion placed 
by the law of 1920 are concerned, the commission had for the 
most part already interpreted the law in such a way. From the 
first, the commission held that long-haul rates should never be 
cut so low as to be unremunerative.*® In other cases before 1920, 
the Interstate Commerce Commission had indicated that compet- 
itive rates must be compensatory.’ But when the Act of 1920 


7 For a detailed analysis of the distance principle in rate relationships see I. L. 
Sharfman, The Interstate Commerce Commission (New York: Commonwealth Fund, 
1936), Part ITIB, pp. 538 ff. 

8 Re Southern Ry. & Steamship Assoc., 1 1.C.R. 284-85 (1887). 

9 See Fourth Section Violations in Southeast, 30 1.C.C. 152, 175-77 (1914); Lum- 
ber Rates from Southwest, 29 1.C.C. 1, 15 (1914); R.R. Com’rs. of lowav. A.T.& S.F. 
Ry. Co., 34 I.C.C. 111,415 (1915). 
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provided that these rates must be “reasonably compensatory,” 
the commission claimed that Congress had instructed it to adopt 
a less liberal policy in this respect.’® As criteria for the ‘“‘reason- 
ably compensatory” rate, the commission set up the following in 
1922: (1) a rate must “cover and more than cover the extra or 
additional expense incurred in handling the traffic to which it 
applies”; (2) a rate must be “no lower than to meet existing 
competition”’; (3) it must “‘not be so low as to threaten the extinc- 
tion of legitimate competition of water carriers’; and (4) it must 
“not impose an undue burden on other traffic or jeopardize the 
appropriate return on the value of carrier property generally.’™ 
To what extent this interpretation of the law of 1920 represented 
a change in the earlier attitude of the commission is open to 
question, although there is evidence that the commission has been 
more strict in its determination of the compensatory rate. 

Much controversy has existed over the commission’s interpre- 
tation of competition as a condition for justifying a long-haul 
rate lower than the short-haul charge. Wherever competition has 
been advanced by the carriers as reason for relief, according to 
Professor Sharfman, the commission has consistently followed the 
principle that competition must be “actual” and “‘of controlling 
force in respect to traffic important in amount.’ In elaborating 
upon this principle the commission has said: 

The Commission, in expressing the result reached, named as an excep- 
tional circumstance, to be proved if existent, the fact of “actual competi- 
tion”—not possible competition likely to arise if rates are raised—‘‘of con- 
trolling force’’—not when the rail-line is of controlling force but when the 
competing water line is able to dictate rates which will control the traffic 
unless met by the railroad—‘‘in respect to traffic important in amount’’— 
not when competition in a single direction or for the transportation of a 
single article or class of articles exists, but general competition of the char- 
acter stated, controlling the carriage of the traffic on which the discrimina- 
tion is made. 


"© Transcontinental Cases of 1922, 74 1.C.C. 48 (1922). 
™ Ibid., p. 71. 
™ Sharfman, op. cit., p. 584, quoting Re Southern Ry. & Steamship Assoc., 1 1.C.R. 
278, 291 (1887). 
"3 Harwell v. Columbus & Western R.R. Co., 1 1.C.R. 631, 637 (1887). 
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Because ordinary rail competition may be handled for the most 
part under the circuity provisions of section 4 and other sections 
of the act," the question of competition is pretty well limited 
to long-distance nonrail carriers. In actuality, the competition 
against which railroads have requested fourth-section relief has 
been that of water carriers or combination water-and-truck hauls. 
As a result, practically all the important applications for fourth- 
section relief have arisen over the question of water competition. 

Prior to the World War there is evidence that the commission 
made allowance for “strongly potential” water competition.** But 
when the war experience indicated to the commission, as it did 
to Congress, that water transport should be fostered, the com- 
mission took a less liberal attitude in granting relief due to water 
competition. Fortified with the provision of the Act of 1920, pro- 
hibiting fourth-section relief where water competition is only 
potential, the commission has since been strict in granting such 
relief only where water competition is in existence. 

Not only must the competition be actual but it must be con- 
trolling. Thus, where the competitive situation is one created by 
the railroads themselves, and hence can be handled by adjusting 
all railroad rates to the competitive point, long-and-short-haul 
relief will not be forthcoming. As one writer has pointed out, 
competition “of controlling force’ would probably only exist 
where the rail carrier is at a disadvantage in cost or service.” 

Since railroads have not been particularly interested in making 
long-and-short-haul preferences where a small amount of traffic 
is involved, it might be thought that the idea involved in traffic 
‘“‘{mportant in amount” would cause little difficulty. While this 
feature of commission interpretation has not been too significant, 
it has some interesting implications. The commission ordinarily 
uses as a basis for “substantial tonnage’”’ the effect of traffic di- 
version on railroad revenues and water-line revenues.'’ Since the 


4 Especially under sec. 1, which requires that rates be “‘reasonable,”’ and sec. 3, 
in which discrimination against places is prohibited. 

"Ss Memphis Cotton Oil Co. v. I.C.R.R. Co., 17 L.C.C. 313, 320 (1909). 

© Sharfman, op. cit., pp. 590-91. 


*7See Transcontinental Cases of 1922, 74 1.C.C. 71 (1922), and No. Carolina 
Pine Assoc. v. A.C.L., 107 1.C.C. 190, 192-93 (1926). 
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water line is likely to be a smaller business, the effect of any di- 
version may be reflected more sharply in reduction of its revenues 
than in increase in rail revenues. Furthermore, owing to the fact 
that the commission is directed to “promote, encourage and de- 
velop water transportation” by the law of 1920, fourth-section 
relief may well be withheld when in fairness competitive elements 
would justify it." 

As for circuitous routes obtaining long-and-short-haul relief, 
the provision in the Act of 1920 had little effect upon the com- 
mission’s previous interpretation. Before 1920 the commission 
limited fourth-section relief in such cases to lines where the cir- 
cuity was no more than 15 per cent greater than the most direct 
route, and where the making of a low long-haul rate would not 
involve uneconomic routing of traffic." 


CHANGES IN LONG-AND-SHORT-HAUL REGULATION 
PROVIDED BY THE PETTENGILL BILL 


The Pettengill Bill, as passed by the House of Representatives, 
does several things. The bill deletes any actual prohibition of a 
higher rate for a long haul than for a shorter haul. The clauses 
added to section 4 in 1920 are dropped. If section 4 is amended 
by the Pettengill Bill, it will read substantially as follows: 


(1) That it shall be unlawful for any common carrier subject to the pro- 
visions of this Act to charge or receive any greater compensation as a through 
rate than the aggregate of the intermediate rates subject to the provisions 
of this Act; provided, That the Commission may from time to time pre- 
scribe the extent to which common carriers may be relieved from the opera- 
tion of this section ....: And provided further, That in any case before 
the Commission where there is brought in issue a lower rate or charge for 
the transportation of like kind of property, for a longer than for a shorter 
distance over the same line or route in the same direction, the shorter being 
included in the longer distance, the burden of proof shall be upon the carrier 
to justify the rate or charge for the longer distance, against any claim of a 
violation of sections 1, 2, and 3 of the Interstate Commerce Act. 

(2) Whenever a carrier by railroad shall in competition with a water 
route or routes reduce the rates in the carriage of any species of freight to 


See Transcontinental Cases of 1922, 74 1.C.C. 71 (1922), and Lumber from 
Pacific Coast, 210 1.C.C. 317, 341 (1935). 

*» The 15 per cent principle was indicated in Sugar Rates from New Orleans, 
32 L.C.C. 606, 609 (1915). 
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or from competitive points it shall not be permitted to increase such rates 
unless after hearing by the Commission it shall be found that such proposed 
increase rests upon changed conditions other than the elimination of water 
competition.” 

Examination of the proposed section 4 indicates that the aggre- 
gate of intermediate rates rule is retained with provision that 
relief may be granted from it. This is, of course, not a long-and- 
short-haul prohibition but a prohibition against lower rates to 
intermediate points than the aggregate of all intermediate rates 
to farther points. As such, the advisability of retaining it is of 
little or no consequence in fixing lower rates for a longer haul 
than for a shorter haul. 

Very little restraint remains against long-and-short-haul rates 
in section 4. To be sure, the amended section would make the 
carrier responsible for justifying that kind of rate, if it were 
challenged as being in violation of sections 1, 2, or 3. Further- 
more, some restraint may exist in paragraph (2) of the section 
which is not affected by the amendment. While the effectiveness 
of this restraint depends upon commission administration, a rail- 
road would probably hesitate to make a long-haul rate to meet 
water competition unless it felt that it could afford to maintain 
the rate after water competition was eliminated. Nevertheless, 
should the commission be receptive, little difficulty might be ex- 
perienced in showing that a later increase in a long-haul rate was 
due to “changed conditions other than the elimination of water 
competition.” 

So insignificant appear to be the remaining long-and-short-haul 
restraints in section 4 that a real judgment as to what is to be 
repealed must be made on the basis of restrictions in sections 
1, 2, 3 and other provisions of the law. At one point freedom in 
rate-fixing is obviously increased. With the proposed amendment 
relief from the fourth section would not have to be requested 
before a long-and-short-haul rate could be instituted. The rail- 
roads could file a tariff for such a rate and proceed to justify it 
only if challenged, thereby making the technique of setting up 
long-haul rates the same as that for any other rate. 


7° H.R. 1668 (75th Cong., rst sess.) and 41 U.S. Stats. 480. 
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LONG-AND-SHORT-HAUL RESTRICTIONS UNDER OTHER 
SECTIONS OF THE INTERSTATE COMMERCE ACT 

Proponents of repeal of long-and-short-haul provisions claim 
that abuses of this aspect of railroad rate-making may be taken 
care of by the commission under other sections of the Interstate 
Commerce Act. Among those parts prominently mentioned are 
sections 1, 2, and 3. 

Section 1 provides that rates, charges, divisions of revenues 
between carriers, and classifications of rates must be “just and 
reasonable” and any “unjust and unreasonable” charges or rate 
practices are “prohibited and declared to be unlawful.” Detailed 
analysis of this section is not necessary to show that this provi- 
sion may not necessarily apply to long-haul rates lower than a 
rate for a shorter haul over the same line or route. If short-haul 
rates are reasonable, however, there might well be a prima facie 
case for saying that a lower long-haul rate is unreasonably low. 
Or, if the long-haul rate is reasonable, the higher short-haul rate 
might be considered unreasonably high. But differences in value 
of service, so essential in rate-making, may make such conclu- 
sions untenable. 

While it is difficult to say what the commission would require 
for a “reasonable” rate, it would seem that any rate which more 
than covered variable expenses allocable to the haul, and which 
did not burden other revenues of the carrier in any way, might 
well be “reasonable.”’ Since a railroad would not be interested 
in knowingly giving service at a price less than the additional 
expense incurred and would not want to burden the existing rate 
structure with a too low long-haul rate, in only a few circum- 
stances would section 1 be an important restriction. 

It is quite conceivable that a railroad might, owing to the 
pressure of its traffic department, file a long-haul rate which would 
not cover out-of-pocket cost. This may even be more likely when 
one considers the relatively little advance that has been made in 
railroad cost-accounting. Moreover, where a railroad sees an op- 
portunity to drive a nonrail carrier out of a particular market 
through cutthroat competition, the power of the commission to 
enforce reasonable rates might be useful. 
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Section 2 of the act prohibits discrimination in rates by any 
device between persons whose business is handled under sub- 
stantially similar circumstances and conditions. The restrictive 
influence of this provision in long-and-short-haul rates is not 
clear. Possibly a long-and-short-haul rate could be looked upon 
as a discrimination between persons at the points involved. But 
the circumstances and conditions are almost certain to be differ- 
ent. Hence a long-and-short-haul rate would hardly involve vio- 
lation of section 2 any more than would other rates. Discrimina- 
tion between persons is not particularly related to length of haul. 

With section 3 the case is much different, for under paragraph 
(1) of this section the law provides: 


It shall be unlawful for any common carrier subject to the provisions of 
this Act to make, give, or cause any undue or unreasonable preference or 
advantage to...., or to subject any particular person, company, firm, 
corporation, association, locality, port, port district, gateway, transit point, 
or any particular description of traffic to any undue or unreasonable preju- 
dice or disadvantage in any respect whatsoever. 

In the prohibition against ‘any undue or unreasonable preju- 
dice or disadvantage”’ to any “locality’’ lies some possibility of 
regulating rates which are lower for long than for shorter hauls. 
That a long-haul rate might result in discrimination between lo- 
calities is perfectly clear. But the extent to which the applica- 
tion of this section could supplant provisions now in section 4 
is not as certain. 

In interpreting section 3, the Interstate Commerce Commis- 
sion has taken into account several factors.” To prove place dis- 
crimination, it is not necessary that rates be unequal, nor does 
a mere inequality of rates between localities indicate that the 
discrimination exists. In the first place, the discrimination must 
be “undue” or “unreasonable.”’ In the interpretation of these 
terms the commission has been able to decide each case with 
regard to the particular facts involved, and very few general prin- 
ciples can be drawn from such cases. Where circumstances and 

** For a more complete discussion of sec. 3 in this connection see the excellent 
article by D. P. Locklin, “‘Discrimination between Places under Section 3 of the 
Interstate Commerce Act,’”’ Journal of Political Economy, XLII (October, 1934), 
613. 
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conditions are substantially similar,” proof of a discriminatory 
rate may be rather easy. But in practically all instances where 
distance relationships are concerned, the circumstances will be 
dissimilar. 

The commission has held that ordinarily a competitive rela- 
tionship must be found between places before any attack can 
be made on the ground that a place is being discriminated against 
by a particular rate. With a long-and-short-haul rate, intermedi- 
ate points may rather easily show that they are put at a competi- 
tive disadvantage with farther points. When this competitive dis- 
advantage is great enough to warrant a finding of undue prejudice 
is another matter. The long-haul rate must be a cause of injury 
to the intermediate point and must give an unearned benefit 
to the long-haul point. If a long-haul point has certain cost-of- 
service and value-of-service advantages, the commission may hold 
that the long-haul rate does not work an undue prejudice. Where 
traffic density to the long-haul point is such that costs of transport 
are as low as or lower than to the intermediate point, the long- 
haul rate may not work an undue advantage. More important, 
perhaps, than cost is the effect of value of service. Should a long- 
haul point have the advantage of water or truck competition 
which the short-haul point does not have, even though direct 
costs may be slightly greater, the commission may find that the 
difference in rates is justified under section 3. As was pointed 
out in the Ashland case, this competition must be controlling and 
the sort to which the carrier cannot put an end by its own act.” 

Since the Act of 1920, the commission has had the power to 
set minimum as well as maximum rates and hence to determine 
the absolute charge.” This power, along with the power to re- 


# Although this idea is not in sec. 3, the commission has interpreted it in that 
light. Note in Board of Trade of Carrollion v. C. of Ga. Ry., 28 I.C.C. 154, 168 
(1913), the commission said: ‘‘As a matter of practical application the thought, if 
not the words, ‘under substantially similar circumstances and conditions,’ must be 
present to the mind in considering under section 3 what preferences or advantages 
are due or reasonable, or are undue or unreasonable.” 

23 Ashland Fire Brick Co. v. Southern Ry. Co., 22 I.C.C. 115 (1911). 


*4 Sec. 6, par. (13)(c), sec. 13, par. (4), sec. 15, pars. (1) and (3), of the Interstate 
Commerce Act, as amended in 1920. 
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quire thirty days’ notice before rates might be changed and the 
authority to suspend tariffs pending investigation, has given the 
commission adequate authority to deal with any rates whose law- 
fulness is open to any doubt. The commission may set the lower 
limits only when it finds a rate filed by a carrier to be below legal 
standards. 

The commission has applied the minimum-rate power in dis- 
tance relationships to low rates found discriminatory under sec- 
tion 3, or unreasonably low under section 1. The commission 
has also employed this power in connection with section 15¢. 
While this last section is perhaps best known for its inclusion of 
the recapture clause, the rule of rate-making embodied in the 
section has been important in furnishing a guide for using the 
minimum-rate power. Section 15a, while giving the commission 
“reasonable latitude” in respect to application, directs the com- 
mission to 


give due consideration, among other factors, to the effect of rates on the 
movement of traffic; to the need, in the public interest, of adequate and 
efficient railway transportation service at the lowest cost consistent with 
the furnishing of such service; and to the need of revenues sufficient to enable 
the carrier, under honest, economical, and efficient management, to provide 
such service.’ 


In respect to commission policy of applying the law to rail- 
roads where water competition is involved, section 500 of the 
Act of 1920 is interesting. Apparently drafted by advocates of 
water transportation, the section provides in part that 
it is hereby declared to be the policy of Congress to promote, encourage, and 
develop water transportation, service, and facilities in connection with the 
commerce of the United States, and to foster and preserve in full vigor both 
rail and water transportation. 


The Supreme Court of the United States has held that this 
recommendation of policy can mean no more than that “there 


*s Interstate Commerce Act, as amended in 1933, sec. 15a, par. (2). From 1920 
to 1933 this rule was slightly different, requiring the commission to fix rates, so 
that as far as possible carriers might receive ‘‘an aggregate annual net railway oper- 
ating income equal, as nearly as may be, to a fair return upon the aggregate value 
of the property of such carriers held for and used in the service of transportation.”’ 
This rule obviously furnished the commission a more specific guide than does the 
present rule. 
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shall be impartial recognition and promotion of the interests of 
all.” But the language of the section plainly directs the com- 
mission to be especially solicitous of the welfare of water trans- 
port. In the many cases in which rail and water competition has 
been a point of issue there is evidence that the commission has 
not been unmindful of its charge. 

The foregoing survey of powers which the Interstate Com- 
merce Commission might use in meeting abuses of long-and-short- 
haul rate-making indicates that the proposed repeal of that pro- 
vision would not give the railroads freedom from regulation in 
respect to such rates. Through the use of the place discrimina- 
tion provisions of section 3, the rule of rate-making in section 
15a, and the minimum-rate power, it would seem that the com- 
mission has fairly adequate authority to guard against harmful 
use of the power of railroads to institute long-and-short-haul rates. 
Much depends upon the commission’s administration of its au- 
thority. Should the commission interpret the proposed repeal, in 
event it becomes law, to mean that the legislature intends that 
freedom be given the railroads in this respect, abuses might be 
encountered. Judging from the commission’s administration of 
railroad rates in the past, this seems unlikely. 

If the fourth section is amended as proposed, one change is 
sure. The railroads would certainly not be forced to ask for relief 
before long-and-short-haul rates might be filed. The necessity for 
scrutinizing and challenging the tariffs by the commission, ship- 
pers, or interested localities is increased. This may cause more 
difficulty in guarding against unfair distance rates. But long-and- 
short-haul discriminations would be placed on the same basis as 
other rate relationships. That this would not necessarily cause 
hardship in rate regulation is indicated by the fact that no serious 
proposal has been made to place all filing of tariffs on the basis 
of the present requirement for relief under section 4. Suspension 
of rates upon complaint and during investigation has apparently 
given shippers, competing carriers, and interested localities ade- 
quate means to present their cases against a rate believed to be 
harmful. 


* Mississippi Valley Barge Co. v. U.S., 292 U.S. 282, 288 (1934). 
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THE CASE FOR AND AGAINST REPEAL 


The proposed relaxation of long-and-short-haul provisions has 
given rise to considerable discussion. Ranged on the side of repeal 
are such organizations as the Association of American Railroads, 
railroad labor organizations, the National Industrial Traffic 
League, and many of the large manufacturers in the intermoun- 
tain states. Opposition to repeal has been expressed by the Inter- 
state Commerce Commission, intercoastal and coastwise steam- 
ship lines, interior water carriers, the Seamen’s Union, and many 
shippers and shipper organizations in the intermountain area of 
the United States. 

Many reasons have been advanced for and against the repeal.?’ 
Proponents of the change contend that, since the railroads no 
longer have a monopoly in the transport field, they have been at 
a competitive disadvantage with water and highway carriers. 
Since other carriers are not subject to long-and-short-haul pro- 
hibitions and no such regulation is proposed for them, those favor- 
ing repeal find that “common fairness demands equality of treat- 
ment.” 

A second typical argument in favor of the change is of an 
economic nature. Railroads are admittedly subject to a large 
proportion of overhead costs. Consequently, where additional 
traffic can be had at a rate high enough to cover out-of-pocket 
costs plus some contribution to overhead, a carrier is bettered 
financially by making that rate. This principle is one widely 
recognized in public utility rate regulation. But, through enforce- 
ment of the long-and-short-haul clause, railroads have not always 
been free to lower long-haul rates unless intermediate rates are 
likewise reduced. Obviously, if such reduction must be made for 
intermediate rates, the loss involved may much more than offset 
the gain in a lowered long-haul rate. 

Proponents further point out that long-and-short-haul rate re- 
strictions, designed to protect shippers at intermediate points in 

27 The arguments are summarized in Report No. 1560 [Report on Bill H.R. 3263) 
(74th Cong., rst sess. [1935]), pp. 5-11. The many records of hearings by House 


and Senate on these bills also abound with arguments from which the writer has 
selected only those he regards to be most valid. 





168 HAROLD D. KOONTZ 


the interior, have in reality harmed these producers. Because 
these producers cannot get low long-haul rates to the densely 
populated areas along the coast, they are placed at a disadvantage 
with producers nearer these consuming areas, or producers, both 
domestic and foreign, who can reach these markets by low-cost 
water transportation. Moreover, those in favor of repeal claim 
that transportation advantages have served to increase the con- 
centration of population near the coast so that “more than one- 
half of the population of the country is in the cities that are 
[within] fifty miles from the ocean.”* It is held, too, that inte- 
rior producers would be beneficiaries of larger railroad traffic 
made possible by lower long-haul rates in that they would re- 
ceive much of the increase in pay rolls and supplies accom- 
panying the greater traffic. 

Other advantages of repeal are mentioned. The effect of rail- 
road prosperity on local prosperity, the importance to communi- 
ties of railroad tax collections, political importance of railroads 
for national defense, the tremendous investment in railroad road 
and equipment, and the cost and delay in getting fourth-section 
relief, as well as the great number of denials, are all emphasized 
by those who favor the proposed change. 

On the other hand, the repeal has been vigorously opposed. 
Water carriers see in it the possibility of cutthroat competition 
with railroads and ultimate extinction of financially weaker water 
transport companies. They point to the practical elimination of 
intercoastal water traffic prior to the World War, before the long- 
and-short-haul clause had been strengthened. The investment in 
the Panama Canal and the political and economic desirability of 
developing water transport are evinced as matters of public policy 
which repeal might impair. 

Strong opposition has been advanced by intermediate interests 
who see in repeal increased rates, relatively and absolutely, from 
or to points where competitive water or long-haul truck competi- 
tion does not exist or is of little importance. If long-haul rates 
on railroads are reduced, and this reduction does not result in 
absolutely higher rates at intermediate points, the intermediate 


% Ibid., p. 7. 
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shippers will be placed at a greater relative disadvantage with 
competitive points. Many opponents fear that shippers at non- 
competitive stations will be subjected to higher rates than they 
pay at present. They fear that the railroads will establish such 
low rates at competitive places that losses incurred there must 
be made up by higher rates where such higher rates can be 
collected. 

Opposition to the proposed change is also voiced by the Inter- 
state Commerce Commission. In a letter to the House committee 
considering the bill in 1934, Commissioner Frank McManamy 
summarized the basis of the commission’s opposition when he 
said: 

We are unable to understand how the public interest would be served by 
the enactment of such a bill. Experience has shown during the years before 
and since the enactment of the act to regulate commerce in 1887 that special 
measures are necessary to prevent the peculiar form of undue prejudice and 
discrimination which may be created by the establishment of higher rates 
for shorter than for longer distances.” 


PROBABLE RESULTS OF REPEAL 
The proposed repeal of certain of the provisions of section 4 


has raised relatively little opposition. The “circuitous route’’ for- 
mula added in 1920 did not contribute much to long-and-short- 
haul regulation. The commission had applied a similar, though 
more flexible, rule prior to 1920. The elimination of this provision 
is of little consequence. Likewise, repeal of the “‘reasonably com- 
pensatory” clause would probably not in itself make much differ- 
ence in administering section 4. The rule of rate-making in sec- 
tion 15a would seem to fill the gap caused by repeal of this clause, 
except that the clause has served to emphasize the necessity of 
long-haul rates being profitable to the carriers. Even Commis- 
sioner J. B. Eastman, when co-ordinator, saw nothing to be 
gained in keeping these clauses.*° 

9 Hearings before Subcommittee of Committee on Interstate and Foreign Commerce, 
House of Representatives, 74th Cong., 1st sess., on H.R. 3263, elc., p. 1052. In re- 


sponse to inquiries since 1934 concerning the commission’s attitude toward repeal, 
the commission has merely referred the questioner to this letter. 


3° Regulation of Transport Agencies (73d Cong., 2d sess., Sen. Doc. 152), pp. 


70-71. 
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Commissioner Eastman also saw no reason to keep the clause 
providing that fourth-section relief be withheld when water com- 
petition was not actually in existence. His position was that the 
commission had administered the law along such lines before 
1920, and, therefore, “no harm would result in its elimination.” 

The lack of opposition to repeal of these clauses does not denote 
a belief that the principles embodied in them should be elimi- 
nated. Not only were these provisions superfluous to adequate 
rate regulation, but they substituted inflexible rules for the com- 
mission’s more adaptable principles, used pricr to 1920. Their 
elimination from the written law would not mean much to an ad- 
vocate of strict regulation of railroad rates. 

What does the proposed repeal do? Only one change is certain. 
The railroads would no longer be forced to ask permission before 
they could file a long-and-short-haul rate. But this does not legal- 
ize rates of that kind. As has been noted above, there are many 
places in the remaining law where unreasonable long-haul rates 
can be curbed. The extent to which the railroads will have gained 
freedom from the prohibition against long-and-short-haul rates 
depends, then, largely upon (1) the vigilance of shippers, water 
carriers, intermediate interests, 2nd the commission in detecting 
unreasonable or harmful tariffs filed by the railroads; (2) the de- 
gree of strictness with which the commission will apply other 
portions of the act to overcome long-and-short-haul practices; 
and (3) the position the courts may take in regard to commission 
action under other sections of the act. 

If the commission should take the view that an amended sec- 
tion 4 merely changes the procedure of filing long-and-short-haul 
rates, and does not change the discriminatory character of these 
rates unless justified by special circumstances, and if the courts 
uphold the commission in this respect, the result of repeal would 
be relatively unimportant. The commission might well follow, 
under the head of rate reasonableness and discrimination, the 
same principles it has used in granting fourth-section relief. Even 
if this position should be taken, the effect of repeal would be to 
necessitate a more watchful attitude on the part of the commis- 
sion and other parties interested in such rail rates. Furthermore, 
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the commission would be forced to apply the remaining provi- 
sions of the law in a more vigorous fashion than has heretofore 
been necessary. 

Should the commission, in event of repeal, take the view, and 
be upheld by the courts in so doing, that Congress intends that 
a more liberal attitude be assumed toward distance rate relation- 
ships, the effect of the proposed amendment would be more ex- 
tensive. If the railroads are allowed to make long-haul rates which 
will more nearly compete with water carriers and certain truck 
companies, the result might be cutthroat competition between 
these transport agencies. In order to stabilize this competition, 
more complete regulation of truck and waterway rates might be 
necessary. Except for joint interstate and foreign water-rail and 
water-common-carrier-truck rates, which fall under the jurisdic- 
tion of the Interstate Commerce Commission, regulation of water 
rates has been notably lax. Only in the case of common carriers 
by water in interstate and foreign commerce, on the “high seas”’ 
and the Great Lakes, on regular port-to-port routes, is a maximum 
rate power provided.** No rate regulation of contract or private 
water carriers has been effected, and no agency has power to 
control minimum rates of any carrier over an all water route. 
To be sure, the law includes a not too clear prohibition against 
discriminatory rates by common carriers by water (except inter- 
coastal carriers), including undue preference to a locality. As for 
trucks, the Motor Carrier Act of 1925 provides for minimum and 
maximum rate regulation for interstate common carriers, for mini- 
mum rate regulation for interstate contract carriers, but no rate 
regulation for private carriers.* 

Even though the commission might liberalize long-and-short- 
haul rate-making, it would hardly allow these rates to be cut to 
a point where they merely equaled out-of-pocket costs involved 
in the haul, and would certainly not permit rates lower than these 

3 Title 46, U.S. Code (1934 ed. and Suppl. II), pars. 815-17, 844-45. Note that 
even the maximum-rate power does not apply to intercoastal shipping (i.e., via 


Panama Canal). In this case the Department of Commerce may merely set rates 
aside as being “‘unlawful.” 


# Title 49, U.S. Code (Suppl. II to 1934 ed.), pars. 316 and 318. 
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direct costs. While this principle is clear, the actual determina- 
tion of railroad costs is quite another matter. Cost-finding has 
not been undertaken by the railroads in a systematic way. Spe- 
cial studies have been made as to costs in many rate cases. But 
these studies have not been particularly satisfactory. If railroads 
are to be certain that low long-haul rates are profitable from the 
standpoint of covering direct costs and contributing something 
toward the overhead, it would seem that a more adequate deter- 
mination of railroad costs should be made. The former co-ordi- 
nator of transportation made a study of cost-finding for the rail- 
roads,** but as yet railroads have not used these results to any 
appreciable extent. 

If the railroads are to be allowed to compete more equally in 
long-haul water and truck traffic, what increases in tonnage and 
revenues will result are by no means clear. Table 1 has been con- 
structed from data compiled by the co-ordinator of transportation 
as the result of a freight traffic survey made in 1933. The dis- 
tribution of freight traffic by ton-miles to rail, water, and highway 
carriers is shown for the general business groups used and for 
selected commodity groups. The commodity groups were selected 
on the basis of importance of movement, both from the stand- 
point of ton-miles and value of goods as well as upon the basis 
of the competitive nature of the haul and length of haul by various 
kinds of carriers. 

One cannot be sure as to how much of the competing traffic 
the railroads could carry economically, or how much better they 
could compete with relaxation of long-and-short-haul regulation. 
But the compilation is interesting in that it indicates a great 
many commodity groups in which the water carriers are success- 
fully competing on long hauls. Much of this may be due to the 
fact that water carriers are better suited to handle these com- 
modities. But in many cases of traffic of long haul, important in 
amount, and of fair value, the data reveal that the railroads are 
not competing as well as might be expected on purely economic 
grounds. Perhaps this is due to subsidized water carriage. But 

33 Federal Co-ordinator of Transportation, Report on Cost Finding in Railway 
Freight Service (Washington, 1936). 
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TABLE 1* 
DISTRIBUTION OF CARRIER TRAFFIC, 1933—AMOUNT AND HAUL 


(General Business Groups and Selected Specific Commodity Groups by 
Ton-Miles and Average Haul) 








Ovursounp, Ton-MILes 
OvuTBOUND, 


AVERAGE MILES 
or Hav 





= Percentage By 
Business Groups A 
ggre- 
gate 
(000,000) High- 
way 





Water 





I. Rough material—total........| 1,789 I 62 
Sand, stone, gravel...... .| 1,647 I 64 
, a 142 I 32 


II. Raw material—total 20,113 19 
Grain DF ee ee 669 33 
Fresh fruits and vegetables.....| 1,441 18 
Coal, coke, and fuel 11,080 2 
Ores and concentrates 2,963 57 

; 3,806 38 


III. Semiprocessed materials—to- 
tal 


a 1,828 77 20 
Paper and paper products 1,514 74 23 


IV. Necessaries—total 12,181 86 12 | 601 
Beverages and liquors 287 | 86 I 
Vegetable oil and cake. . . 552 50 48 | 486 
Canned goods 734 | 61 36 769 
Groceries 300 | 54 27 | 490 
Textiles 250 79 16 | 471 


V. Auxiliaries—total ...| 25,500 54 45 298 
Petroleum. .. 16,653 | 35 65 271 


VI. Accessories—total 5,416 76 19 | 337 
Iron and steel—structural..... 892 71 24 265 
Iron and steel—articles 1,863 73 24 219 
Metals—nonferrous 434 63 35 500 
Rubber—articles and tires 261 63 18 | 679 
Plumbing and heating supplies. . QI 77 19 702 
Automotive vehicles and parts 534 82 6 489 
Department-store merchandise. 152 76 22 847| 215 


All groups.................] 66,928 | 69 29 | 320) 99 





























* Co-ordinator of Transportation, Freight Trafic Report (Washington, 1935) III, 49-so. 
t Less than one-half of 1 per cent. 
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little doubt exists in the writer’s mind that much is due to the 
lack of flexibility in railroad rates to meet competition. In this 
connection, the application of the long-and-short-haul clause has 
surely played a part. As for long-haul truck traffic, in only a few 
instances does the compilation show that the railroads could 
gain traffic in any amount. It should be noted, though, that one 
does not know how much of this truck traffic represents joint 
water-highway movement, thereby presenting a problem of long- 
haul competition. 

Should the railroads find that they can compete on a profitable 
basis with water and truck carriers, reduction in traffic to these 
carriers might be indicative of the relative economic advantages 
involved. Especially in regard to water carriers, effective and 
profitable competition by the railroads would bring in clearer 
relief the economics of subsidizing such carriers by a generous 
government. If water carriers cannot meet railroad competition 
with the present outlay of government funds, further subsidy 
may be questioned. Not that present governmental expenditures 
for such aid are economically justified. But if railroads can take 
traffic from these carriers at rates which will add to rail net rev- 
enue, the advisability of further subsidizing water transportation 
may be examined in a new light. 

What would be the effect of a liberal regulatory policy, in re- 
spect to long-and-short-haul rates, on the economic position of 
shippers not having the advantage of long-haul water and truck 
competition? If the effect would be only to allow railroads to 
participate on an equal basis with traffic now carried by other 
transport agencies, it is difficult to see how these producers could 
be harmed. They are already at an economic disadvantage as 
compared to shippers at a point where lower competitive rates 
are now available. On the other hand, should this liberal policy 
mean a further scaling-down of rates at competitive points, the 
producer at intermediate stations would find his economic dis- 
advantage increased. In such a case, population and production 
would further tend to be concentrated at competitive points, 
especially in localities which have the benefit of low-cost water 
competition. 
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There may be social and political advantages in encouraging 
a more even distribution of population and production over the 
United States. But this is not necessarily an argument in favor 
of strict application of long-and-short-haul rate regulation. A 
regulatory policy which would merely allow the railroads to par- 
ticipate in traffic now carried by competitors would not stimulate 
the growth of population and production at the competitive parts 
of the country. Of course, a rate low enough to allow railroad 
participation might cause competitors of rails to lower their rates 
farther. If the policy of these competitors were not curbed by 
regulation of their rates, the localities having the advantage of 
competition would have their economic position improved at the 
expense of intermediate points. Relaxation of long-and-short- 
haul rate regulation in case of railroads would probably have to 
be accompanied by more effective regulation of other transport 
agencies. Furthermore, the Interstate Commerce Commission 
would be forced to greater care in seeing that distance rates be 
not fixed by railroads at so low a figure as to burden other traffic. 
If the zeal of traffic departments of railroads for additional ton- 
nage is too strong, or if data on rail costs are too meager, the 
profit-seeking policy of private enterprise may not be a safeguard 
to too low long-haul rates. 

If the fourth section is repealed as proposed, the railroads 
would definitely gain something by way of freedom in rate regula- 
tion. The extent of their gains and freedom would depend largely 
upon the character of the administration of remaining law by the 
Interstate Commerce Commission. This is admittedly an un- 
known factor. So long as the commission feels charged to pro- 
tect water transportation and be rather strict in railroad rate 
regulation, these gains may be very small. The chief significance 
of repeal might lie in a changed congressional attitude toward the 
railroads. Congress may be learning that competition among 
transport agencies makes less necessary all the restrictive meas- 
ures which have been applied to the railroads, many of which 
were based on the more monopolistic position of these carriers 
three decades ago. 





THE ANOMALOUS COURSE OF SOUTH AFRICAN 
GOLD MINING SINCE 1925 
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I. INTRODUCTION 


T IS in accordance with normal expectation to suppose that 
gold mining is stimulated by declining commodity prices and 
retarded by rising commodity prices. The general economic 

reasoning in support of this proposition’ may be briefly outlined 
as follows: 

If, under the gold standard, the general level of commodity 
prices falls, then presumably the unit costs of mining stores will 
tend to decline. However, it should be noted that many mining 
supplies are of such a character that their unit costs change very 
little with variations in the general price level. Second, it is gen- 
erally supposed that labor costs will decline, but the reasoning at 
this point usually becomes rather hazy. If labor has not increased 
in efficiency, this implies a fall in wage rates; but to suppose that 
wages will decline simply because there has been a decline in the 
cost of living is rather naive. Moreover, to argue that wages are 
reduced out of necessity by mine employers in order to preserve 
their profit margins is not realistic, because the currency price of 
gold remains fixed as long as a country adheres to the gold 
standard. The most plausible reason for expecting a decline in 
unit labor costs would be that an increase in labor efficiency was 
not matched by an increase in wages. The price of gold remaining 
the same and its cost of production having fallen, the profits of 
gold mining must be correspondingly enhanced. This increase in 
profit will have at least two consequences. First, it will make 


* This proposition was advanced long ago and is to be found clearly set forth, e.g., 
Ricardo, Principles, chap. iii, last paragraph; Mill, Political Economy, Book III, 
chap. ix, sec. 2. Cf. also Gustav Cassel, Theory of Social Economy, trans. McCabe 
(1924), p. 458, for its acceptance as applied to short-cycle changes in the price level. 
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profitable the mining of lower-grade ore, so that both the internal 
and the external margins of production of known ore bodies will 
be extended.? Second, enhanced working-profit will stimulate ex- 
ploration.’ Higher profits will attract labor and capital to gold 
mining, but always there is a tendency for marginal costs to con- 
form, sooner or later, to the current price of gold, because gold 
mining typically exhibits the phenomenon of increasing costs or 
diminishing returns. When the marginal profits of gold mining 
again become normal, the original stimulus will have run its 
course. The final effect of the initial fall in commodity prices will 
have been an increase in the production of gold, other things being 
equal. 

In the case of a country that departs from the gold standard 
and allows its gold-producers to receive the benefit of the high 
domestic price of gold, the outcome depends upon the particular 
circumstances under which the country goes “‘off gold.” If the 
setting is one of price inflation, such, e.g., as characterized the 
period of the World War, the price of gold may not rise soon 
enough or high enough to maintain the normal profit margins of 
gold-producers; consequently, we should expect gold mining to 
be curtailed. If, on the other hand, the setting is one of price 
deflation, such as was recently the case, then we should certainly 
expect depreciation of a country’s currency in terms of gold to 
enhance the working profits of gold-producers and thereby to 
effect an increase in the output of gold. 

The extraordinary concentration of the gold-mining industry in 
South Africa affords us an opportunity to see how a large segment 
of the industry has actually behaved during the years 1925-36, 


? The general assumption that there exist both internal and external margins 
sufficiently broad to permit a considerable expansion of gold mining if unit costs 
should be lowered is entirely realistic as regards most gold fields, and notably so in 
the case of the Rand. For an estimate of the enormous quantity of submarginal 
gold ore in South Africa in 1932 see n. 16. 


3 Again in the case of the Rand it is definitely asserted by geologists that very 
large areas are underlaid by the Witwatersrand series of rock strata which contain 
some gold ore, but exploration adequate to determine whether gold exists in suffi- 
cient quantity to warrant the huge expenditures required to sink shafts of several 
thousand feet had not been undertaken until recently. 
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and to contrast its behavior with the logical expectations for- 
mulated by the foregoing general economic reasoning.‘ 

It is logical that our examination be divided into a considera- 
tion of (1) the period 1925-32 during which the Union of South 
Africa was on the gold standard and the price of gold consequently 
was fixed in terms of the South African currency and (2) the 
period since December 28, 1932, during which time the country’s 
currency has been without a fixed gold parity and the large gold 
premium has been, by all odds, the chief factor in determining 
working-profit and the current scale of operations, and in causing 
a whole new set of problems to be faced by the industry. 

The monthly index of wholesale commodity prices in the Union 
of South Africa averaged 28.1 per cent lower in 1932 than in 
1925,° and the official cost-of-living index fell 19.6 per cent during 
the same period. Price changes in the Witwatersrand area appear 
to have been virtually the same as those for the country as a 
whole. The natural expectation, as outlined above, would have 
been for unit working-costs in the gold-mining industry to decline 
by approximately the same percentage and for this fall in work- 
ing-costs to lower the grade of ore that it was profitable to mine. 
Lowering the “pay limit” would have increased the tonnage of 
ore milled and likewise the production of gold. Consequently, 
when we look at the figures for annual gold production, shown in 
Table 1, we see the apparent fulfilment of normal expectations, 
namely, an annual increase in gold production—the output in 
1932 being 20.35 per cent greater than the output in 1925. We 
soon discover, however, that the sequence of economic causa- 
tion was altogether contrary to normal expectations: there was 

4 The entire history of the Rand gold-mining industry falls within the short span 
of fifty-three years, from 1885, when the famous Main Reef series of rock strata were 
first discovered on the farm Langlaate, to 1938, when Rand gold mining stands forth 
as one of the world’s large and prosperous industries operating at maximum capacity 
and expending large sums for further capital expansion. The Rand during the half- 
century from 1885 to 1935 accounted for 36.4 per cent of the world’s output of gold; 
the fraction contributed during the years 1912-32 was 46.0 per cent. 

5 It should be noted that the net decline in the price index of imported goods was 
almost exactly the same as that of the index of South African goods, both of which 


are included in the general index used in Table 2; likewise, the decline in the prices 
of foods was roughly the same as the decline in the prices of nonfoods. 
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no appreciable decrease in working-costs per ton of ore milled® 
and working-profit per ton of ore even declined a little during this 
period, 1925-32. The increase in gold production was definitely 
not attributable to the decline in commodity prices. What at first 
appeared to be a rather pretty illustration of the fulfilment of 
general expectation, reveals upon further scrutiny a very unex- 
pected causal sequence. 





























TABLE 1* 
GOLD PRODUCED AND TONS OF ORE MILLED BY TRANSVAAL MINES, 1925-36 
‘ Percentage Percentage : 

‘ Production of Change over| Tons of Ore Increase Dwts. per 

Year Fine Gold “ Ton 
Preceding Milledt over Pre- : 
(Ounces) . " Milled 
Year ceding Year 

ees wae cules 9,599,702 +o0.oof | 28,682,238 0.35 6.570 
EES ae 9,962,852 +3.78 29,880,122 4.17 6.557 
Cone caseasae 10,130,630 +1.68 29,629,257 0.84 6.721 
I 10,358, 596 +2.25 30,505,754 3-75 6.663 
Neer 10,422,913 +0.62 31,044,500 1.47 6.592 
SC ntccisaawens 10,719, 760 +2.85 31,730,704 2.21 6.635 
Miinstcneeheane 10,874,145 +1.44 32,691,636 3.03 6.570 
RR a ceaccawenas 11,553,504 +6.25 35,309,650 7.7° 6.471 
Ot 11,017,405 | —4.64 | 37,192,410 5.63 5.844 
Bis ictnceeces® 10,486, 303 —4.82 42,055,750 7.71 5.150 
Se rkssucernees 10,776,684 +2.77 44,598,050 Il. 34 4.728 
ee 11,339,411 +5.22 48,610,620 8.96 4.568 
BE edscneneenee 11,740,891 +3.54 51,129,650 5.18 4.400 











* Annual Reports of Transvaal Chamber of Mines (1925-36); Commercial History, Supplement to the 
Economist [London], January 28, 1938. 

t A small amount of gold is produced each year in respect of which no figures are available for 
tonnage. 


In the period since December 28, 1932, gold-producers have 
received a substantial premium on the sale of gold bullion, and 
unit working-costs have not risen; consequently, there has been 
an unprecedented enhancement of working-profits, and the scale 
of mining operations has expanded enormously under this stimu- 

® Because unit working-costs were so constant and because the average physical 
yield per ton of ore milled changed very little in the period under consideration (see 
Table 1), working-costs per ounce of gold produced also showed very little variation. 
The following figures have been computed by dividing the total working-costs of the 


large Transvaal Mines by the number of ounces of fine gold produced by these 
same mines: 


ee a £3.011 
0 2.917 BRR ccccacees 2.960 
1927 2.943 Piecéoaceees 2.980 
1928 2.992 OS err 2.973 
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lus. Gold production, however, declined almost continuously 
throughout 1933 and 1934, and despite the steady increase in 
monthly output during 1935 and 1936, the total output of 1936 
was slightly 'ess than that of 1932, although the volume of ore 
milled in 1936 was 27.3 per cent greater than in 1932. Certainly 
this was not in accord with expectations based upon general eco- 
nomic reasoning as outlined above. 


TABLE 2* 


OFFICIAL INDEX OF WHOLESALE COMMODITY 
PRICES FOR THE UNION OF SOUTH AFRICA, AND 
AN INDEX OF AVERAGE MONTHLY WORKING- 
COSTS PER TON OF ORE MILLED BY THE LARGE 
TRANSVAAL GOLD MINES, 1925-36 











(1925 = 100) 
Official Index Index of Working- 
Year of Wholesale Costs per Ton of 
Commodity Prices Ore Milledt 
ee ree 100.0 100.0 
Ph + isa newseane 96.6 99.2 
ee 97.1 101.6 
Sree 04.3 101.8 
ee rey 9°.9 101.6 
ee 80.4 101.0 
Rs in ahaiacicarpein th 78.0 100.8 
Pere 71.9 09.7 
a err 72.9 100.3 
ee 79.6 100.5 
i > hoveibena ke 73.7 97.1 
Pre ee 77-3 96.2 
Rep 79.1 96.6 











* Oficial Yearbook of the Union of South Africa (1935-36); 
Monthly Bulletin of Statistics, Bureau of Census ane Statistics, Union 
of South Africa. 


ae This index has been constructed on the basis of average work- 
ing-cost figures pages by the Transvaal Chamber of Mines from 
returns supplied to the chamber by producing companies and others. 


II. PERIOD FROM THE RETURN OF THE UNION OF SOUTH AFRICA 
TO THE GOLD STANDARD IN MAY, 1925, TO THE SUSPEN- 
SION OF THE GOLD STANDARD IN DECEMBER, 1932 


If we grant the substantial accuracy of the working-cost figures 
compiled by the Transvaal Chamber of Mines,’ there can be only 


7 Most “‘excess development” of ore is habitually charged to the account of cur- 
rent working-costs, and the question arises as to whether or not working-costs figures 
in 1930, 1931, and 1932 were swollen by expenditures on account of more than ordi- 
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three possible explanations of the fact that per ton working-costs 
remained constant while the level of commodity prices in South 
Africa was falling:* (1) the real costs of mining increased so as to 
offset the savings effected by lower commodity prices; (2) the 
cost of those particular stores consumed by the mines did not 
share equally in the general price decline; (3) a rise in wages offset 
the decline in the cost of stores consumed. 

In regard to the first of these possible explanations, the question 
to be decided is whether or not the greater efficiency of plant 
organization and the improved technique of mining offset the 
added costs imposed by the increased difficulties incident to deep- 
er mining, the policy (in a few cases) of narrower stoping, and, 
perhaps, by the greater pressure of Native labor scarcity. The 
conclusion arrived at by the author is that there was no increase 
in real costs during the period 1925-32.° 

Prices in 1932 of the more important stores consumed by the 
mines had changed very little since 1925. Railroad rates remained 
practically the same throughout the period. Transportation 
charges constitute a very large part of the cost of coal and timber 
and also of the delivered cost of imported goods.’® Custom duties 


nary ore development during these years, and hence whether or not they conceal an 
actual decline in per ton working-costs, such as would appear if they were computed 
on a sound accounting basis; likewise, the charging to current account of expendi- 
tures incurred in overhauling machinery and making additions to plant is another 
possible source of distortion of working-cost figures. This inquiry has taken much 
of the author’s time, but only his conclusions need be stated here. They are: (1) that 
there is no appreciable overstatement in the per ton working-cost figures for 1930 
and 1931, (2) that whatever overstatement may be contained in the published figures 
for 1932 is certainly not more than 2 or 3 per cent. 

§ The variation in average monthly figures for this eight-year period was less 
than 2 per cent and the level of working-costs per ton of ore milled in 1932 was almost 
exactly the same as in 1925. Moreover, a comparison of the trends of average per 
ton working-cost figures of individual mines during this period shows a remarkable 
similarity in character. 

* Dr. Hans Pirow, who until very recently was government mining engineer, in 
a letter to the author dated November 28, 1935, strongly confirms this conclusion. 
Of all persons in South Africa, Dr. Pirow is probably most familiar with the facts 
necessary for a decision on this point. 

© An investigation made by the Gold Producers’ Committee of the Transvaal 
Chamber of Mines in 1926 revealed that the total amount paid by the gold mines in 
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increased during this period, and also it appears that the prices of 
goods imported by the mines, comprised largely of machinery, 
tools, etc., did not reflect the same degree of decline that char- 
acterized imports generally. The African Explosives and Indus- 
tries, Limited, was under a long-term contract to furnish explo- 
sives to all the mines during this period. In the case of electric 
power (purchased from the Victoria Falls & Transvaal Power 
Company), monopoly control and government regulation of rates 
served to maintain a fixed schedule of prices." The price of many 
articles, on the other hand, such as iron, steel, candles, and car- 
bide, showed large declines; but they were, for the most part, not 
items of large expenditure. The drop in the cost of Native foods 
was very considerable, but even here we find the Producers’ Com- 
mittee of the Chamber of Mines recommending to the mines, 
after conferring with the Meat Trade Control Board, the Central 
Agency for Co-operative Societies (in the case of mealie), and 
other such government bodies, the signing of contracts for one or 
more years at prices designed to assist the agricultural com- 
munity and to stabilize prices. 

More important, however, than rigidity in the prices of certain 
stores was rigidity of wages (see Fig. 1). Here is the chief explana- 
tion of the failure of working-costs per ton of ore milled to de- 
cline. Wage rates received by Europeans in the depression year 
of 1932 were 5 9 per cent higher than in 1925, and real wages were 
21.2 per cent greater.” The significance of this fixity—nay, in- 
deed, increase—in the wage rates paid to Europeans is made 
evident by the fact that 27.8 per cent of the total expenditures of 
the gold mines in 1932 was disbursed in the payment of wages and 
salaries to Europeans. That this rise in wages to Europeans was 
largely a result of pressure brought to bear upon the mines by 


railage on their supplies was approximately £2,300,000 per annum, equivalent to 
17.4 per cent of the cost of the supplies consumed by the industry. Coal and timber 
costs constituted 24.5 per cent of the total cost of stores consumed in 1932; there was 
very little decline in the unit price of either after 1926. 


™ The cost of electric power comprised 13.8 per cent of the total cost of stores 
consumed in 1932 and compressed air and water, purchased as such, 5.0 per cent. 


™ See South African Official Yearbook (1933-34). 
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trade-union demands, strengthened by their political influence, is 
evidenced by the fact that European labor for mine employment 
was at no time scarce. The average rate of wages per shift for 
Europeans (lumping together surface and underground em- 
ployees) was 22s. 6d. in 1930. Moreover, provisions for sickness 
and accident compensation were more liberal than in any other 
industry in South Africa. 


WORKING COST OF ORE M/LLED & WAGES - RAND GOLD MINES 
COMMODITY PRICES & COST OF L/VING - UNION OF SOUTH AFRICA 














































Index Numbers Bese: /9/5 +1000 
4300- 
/400- 
4300- Working| Cost per Ton of Ore Milled 
1200- Rand Gold Mines 
1/00- eg | 
/000-— 
/600- 
4500- 
1400- Official Wholesele Commodity Prices 
Union of South Africa 
4300- 
4200- 
1100 ” a 
/000 T SN 
4400- yesg\ Wage Retes Received pa 
1300- Luropean Employees 
Rand Gold Mines 
4200- 
4/00- 
/000 T \ Official Cos? of Living 
4/200- Union of South Africe 
4/00- 
/000 
900- 
000 ins 1920 1925 1930 1935 1940 


Fic. 1.—Sources: Official Yearbook and Monthly Bulletin of Union Statistics 
(publications of the Bureau of Census and Statistics, Union of South Africa). The 
base year of all series has been changed from 1910 to 1915. 


Wage rates paid to Natives remained virtually unchanged," 
and this again is important because Native wages comprise only 


"8 The monthly rates for the years 1928-32 are as follows: 1928—58s.; 1929— 
58s. 2d.; 1930—58s.; 1931—575. 1d.; 1932—57S. The reader may wish to contrast 
the Native wage per shift, which in September, 1933, was 2s. 1.4d., with the aver- 
age wage per shift paid to Europeans, which in 1932 was 22s. 5¢. Since housing and 
food are supplied free to the Natives, approximately 1s. 6d. should be added to the 
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slightly less than one-quarter (23.2 per cent in 1932) of the total 
expenditures of the mines. The fairly constant level of Native 
wages is attributable largely to the fact that the wage rate is not 
important in determining the supply of Natives available to the 
mines. Agricultural conditions in a particular year and recruiting 
efforts of two organizations formed by the mines were, during this 
period, the chief factors in governing the available supply—ex- 
cept, of course, for the government’s arbitrary exercise of control 
over the importation of Natives. There is, however, another cause 
for the rigidity of Native wage rates, namely, that the control of 
wage rates has virtually been taken out of the hands of individual 
mines, partly as a result of pressure brought to bear by the union- 
ized European workers against any increase in the average rate of 
Native wages. This prevents the mines from rewarding Natives 
according to merit and is one more instance of the artificiality 
and rigidity of the whole price and wage structure." 


Native wage rate per shift to take into account the additional cost thereby incurred 
by the mines. 

The average Native wage is today about the same as it was in 1897, even though 
the schedule adopted in that year reduced previous wages about one-third (see R. L. 
Buell, The Native Problem in Africa [1928]). Real wages are probably lower today. 
This condition exists in spite of the fact that all during this period there has been a 
chronic scarcity of Native labor for both agricultural and industrial employment. 
Moreover, there has been a steady increase in the efficiency of the Native, and eco- 
nomic pressure has been put upon him due to expanding wants, the imposition of 
taxes, and other incidents. The situation reflects the continued repression effected 
by the “color bar” and by economic pressures. Among the latter the government’s 
land policy is the most important. Natives, who comprise about two-thirds of the 
population, own only about 8 per cent of the land, and they are denied the legal right 
to purchase or lease almost all the remainder. Not having land enough to support 
themselves, many male Natives are driven to the mines or to urban employment. 

To be sure, the number of Natives employed by the mines has increased greatly 
from an average of 68,438 in 1904 to an average of 285,543 in 1936, but it does not 
follow from this that the level of wages has been a natural or market level. On the 
one hand, Natives are forbidden to organize and bargain collectively; they are denied 
franchise and other political rights, and their employment in skilled occupations is 
restricted by rigid social barriers. On the other hand, employers act collectively 
and fix wages at a level below what individual employers would pay for additional 
Native workers if they were available; finally, ecouomic pressures have been im- 
posed and high-pressure recruiting has been resorted to. 

™ Payment by piecework is curtailed by the “‘maximum average” clause in the 
rate schedules issued by the Native Recruiting Corporation, the object of which is 
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The failure of unit working-costs to decline during the latter 
part of this period is even more remarkable because of two circum- 
stances peculiar to the Rand gold industry. First, there was the 
disquieting estimate in 1929 of Dr. Hans Pirow, government 
mining engineer, to the effect that the value of the gold output, 
which in that year was £44,228,748, would be only £27,400,000 in 
1939 and only £10,000,000 in 1947, provided unit working-costs 
remained the same and no outstanding discoveries were made.*s 
This, coupled with the recognized fact that there existed enor- 
mous bodies of submarginal rock which would become “‘payable”’ 
by a small reduction in unit working-costs,” ought, it would seem, 
to have impressed upon both the general public and the 
private interests the desirability of taking advantage of the de- 
cline in commodity prices to effect a reduction in per ton working- 
costs in order to prolong the life of the gold-mining industry. 
Second, the peculiar labor situation was another factor which 
might have been expected to aid in a reduction in unit costs. 


to prevent competitive bidding for Native labor. As a result of this policy, increased 
efficiency on the part of Natives is penalized: the rate, e.g., of lashing and tramming 
has been reduced from 8s. to 1s. 9.2d. per shift (ibid., p. 45). The maximum-average 
wage of Natives engaged in piecework has not been raised since 1915. 

*s These estimates allowed for a 15-20 per cent extension in the then “official 
lives”’ of existing mines, and took into account the fact that six new mines, three on 
the West Rand and three on the East Rand, would probably start crushing between 
1935 and 1940. 

This estimate of future gold production was confirmed by a technical investiga- 
tion carried out by the Gold Producers’ Committee of the Transvaal Chamber of 
Mines, at the request of the Low Grade Ore Commission. After adding 20 per cent 
to the official lives of the then-existing thirty-four mines, it was estimated that the 
total ore reserves of these mines as of January 1, 1931, under existing conditions of 
costs, were 335,000,000 tons. Deducting the tonnage milled in 1931 and 1932, this 
left an estimated ore reserve of 267,098,714 tons, i.e., about seven and one-half times 
the amount milled in 1932. This estimate did not include possible ore reserves other 
than those of the producing mines; other reserves were not, however, believed to be 
very great at the prevailing pay limit. No account was taken of tonnage lying at a 
greater depth than 7,500 feet. The fact that this estimate in the light of subsequent 
experience has proved to have been unduly pessimistic does not vitiate the argument 
set forth above because these estimates were generally accepted as valid during the 
period under review. 

© It was estimated by the Low Grade Ore Commission appointed in 1930 that a 
21 per cent reduction in costs would increase the ore reserves of the producing mines 
by 72 per cent and the ore reserves of the whole Rand by perhaps roo per cent. 
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There had been a chronic scarcity of Native labor, which con- 
stitutes about nine-tenths of the labor force of the mines, and the 
effect of this had been to restrict mining operations very ap- 
preciably; in fact, it was estimated by Dr. Hans Pirow that an 
adequate Native labor supply would be equal to a saving of two 
shillings per ton in working-costs. Thus, the very great unem- 
ployment of Natives in other industries and in agriculture which 
the depression brought about ought surely to have been another 
deflationary force serving to lower unit working-costs. 

Whether the government failed to realize the extent to which 
the Union’s income had declined in 1932, or whether it desired to 
avoid politically embarrassing measures,”’ the fact remains that 
the adjustments necessitated by a policy of adherence to the gold 
standard were hardly attempted. The granting of export sub- 
sidies and the imposition of special customs duties in reality ag- 
gravated the situation, because they increased the spending power 
of certain export industries only at the expense of other export 
industries (e.g., gold mining). The policy of state socialism and of 
price maintenance for agricultural commodities, and the official 
endeavors to prevent the liquidation of frozen credits, also in- 
tensified the depressive forces. 

It is, at first sight, a curious phenomenon that South African 
gold production should have increased steadily during this period 
when unit working-profits were slowly declining and when the 
whole outlook for the industry was becoming more and more 
dismal, on account of the constant saddling of the gold-mining 
industry with added costs and of the general recognition of the 
fact that the prospective life of the industry was very limited on 
the basis of the then-current level of working-costs and the cur- 

17 The point of view of government officials (perhaps mining officials also) is best 
expressed in the report of the chairman and Mr. Reich of the Low Grade Ore Com- 
mission: ‘“‘Even, however, at the price of leaving unworked some low grade ore, 
which might under other circumstances have been mined, the state of the Union during 
the ruling world depression is such that, in their opinion, no steps should be taken which 
might prevent the smooth running of the industry which without any doubt is at present 
carrying the whole country, and they consider that, even were an incontrovertible 
case made for the reduction of European wages, it is not in the interests of the State 


as a whole to risk strikes and lock-outs or any dislocation of gold mining industry at the 
present time’”’ (see Government Documents U.G., pp. 16-32). (Italics added.) 
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rent price of gold. The apparent decadence of the industry was 
reflected in the trend of share prices of thirty Rand gold-mining 
companies, the index of which had declined fairly steadily after 
July, 1927, and by July, 1932, had fallen 42.3 per cent. 

The 20 per cent increase in annual gold production between 
1925 and 1932 is to be explained by the increase in output of 
state-owned areas in the Far East Rand, the leasing of which had 
been delayed by the government. The exploitation of the Far 
East Rand was begun in 1905, but not until about 1914 was the 
true importance of this area appreciated. Since much of the area 
was owned by the state, it has been developed more slowly than 
would otherwise have been the case. A satisfactory scheme of 
leasing was not completed until about 1916, and it was many 
years before the bulk of the lands was in lease to private interests. 
It was still longer before they became producing areas. A certain 
amount of time is required to underwrite and launch a £2,000,000 
capital investment, and then five to seven years are required to 
bring a mine into production even after shaft-sinking has started. 
A number of old Rand mines did close during this period, but the 
expansion of production, particularly of the young mines of the 
Far East Rand, and the opening of two new mines, much more 
than offset the effects of exhaustion. Thus, the continuation of 
the upward trend of production during these years was antici- 
pated,"* but a sharp decline was expected to set in after 1932, un- 
less the per ton working-profit of most mines was increased. 


III. PERIOD SINCE THE GOVERNMENT’S DEPARTURE FROM 
THE GOLD STANDARD, DECEMBER 28, 1932 


Government leaders, although unwilling to adopt policies nec- 
essary to maintain the gold standard, were equally reluctant to 
abandon the gold standard for fear that commodity prices would 


*® The writer hopes that he has made clear the fallacy of attributing the increase 
in Rand gold production in 1930, 1931, and 1932 to lower working-costs brought on 
by the business depression. To take one example of this utterly erroneous explana- 
tion, the following is quoted from Arthur Gayer, Monetary Policy and Economic 
Stabilization (1935), p. 66: “Under the spur of lowered costs South Africa’s gold 
production markedly increased and reached new high levels. The decline in the cost 
of cyanide, machinery, labor, etc., greatly stimulated existing fields and brought 
back into operation others which had been discarded.” 
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rise rapidly, and that benefit would accrue only to speculators. 
The result was that credit continued to contract and unemploy- 
ment continued to spread until December 28, 1932, when the 
government finally decided to let the country’s currency depre- 
ciate in terms of gold. By January 19, 1933, the South African 
pound had been pushed down to parity with the pound sterling, 
the net depreciation on this same date, measured in terms of 
French francs, being 40.8 per cent. 

The immediate effect of this currency depreciation was to in- 
crease the gross revenue of the gold mines by 67 per cent. The 
effect upon working-profit was even more favorable because there 
was little change in unit working-costs. In the case of the West 
and Central Rand mines, the working-profit per ton of ore milled 
was more than three times as great in January, 1933, as it had 
been in December, 1932, and in the case of the Far East Rand 
mines, per ton working-profit was almost doubled.’® 

This abrupt and very considerable enhancement of per ton 
working-profit naturally served to stimulate mining operations 
along the whole Rand, and throughout the years 1933-36 there 
was a constant increase in tonnage milled, the monthly average 
in the fourth quarter of 1936 being 38 per cent greater than the 
monthly average in the fourth quarter of 1932. This is an extraor- 
dinary increase for an industry in which the scale of operations 
is conditioned by a relatively large fixed investment and by 
limited natural resources. Part of the increase in tonnage can be 
attributed to the reclaiming of previously abandoned ores, but 
current stoping was by all odds the chief source of increase. As 
might have been expected, the increase in tonnage was generally 
less in the case of those mines in which the average grade of ore 


9 The effect of this enhancement of working-profit may be traced in the rise in 
stock prices, the index of which rose 300 per cent between June, 1932, and June, 
1934. There was a great deal of fluctuation in share prices, for they were naturally 
very sensitive to such alterations in mining policy as affected current working-profit, 
to government proposals for taxation, and to the London price of gold. The price 
of gold showed a definite tendency to rise during these two years and almost offset 
the effect of the constant lowering of physical yield, so that the per ton working- 
profit in December, 1934, was about the same as it had been in March, 1933, but 
about 2s. lower than the figure for January, 1933. 
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mined is high and in which the average per ton working-profit was 
already very large. 

One might have supposed that the output of gold would have 
increased as a consequence of the large increase in the volume of 
ore milled, but such was not the case. The physical yield per ton 
of ore fell almost steadily from December, 1932, to December, 
1935, the net decline between these two periods being 29.4 per 
cent; this more than offset the increase in tonnage, with the result 
that the monthly production of gold fell 8.7 per cent in 1933 and 
3.1 per cent during 1934. Thus, we are confronted with the second 
enigma presented by the Rand gold-mining industry in recent 
years. 

In some instances a reduction in the average grade of ore milled 
was probably necessary if tonnage was to be increased. In most 
mines, however, mills and cyanide plants could have been kept 
operating at maximum capacity by exploiting only the richer ores 
and by not attempting to reclaim low-yield ores previously aban- 
doned, or to alter current stoping so as to include poorer ore. 
Most of the reduction, therefore, was deliberate and must be ac- 
counted for on considerations which would not arise in a strictly 
individualistic regime of exploitation where the only goal would 
be to maximize profits. 

Perhaps the prima facie case against most of the reduction of 
grade which occurred should be emphasized. If one assumes that 
unit working-costs will rise gradually during the ensuing years,”° 
then under the present policy of mining low-grade ore, the premi- 
um on much unmined richer ore will be lost and in its stead mine- 
owners will be in possession of the profits from low-grade ore 
which would not have been realized except for the temporary 
existence of the gold premium. Since a given tonnage of low-grade 


2° A decline in the price of gold would have the same effect, of course, in reducing 
working-profit as a rise in unit working-costs. A further rise in the price of gold 
pari passu with a rise in unit working-costs would maintain the existing margin of 
profit. If, on the other hand, it were anticipated that the future price of gold would 
rise faster than working-costs, and if a given mine thought that it could mine and 
mill all its ore at the higher margin of profit that would prevail in the future, then 
it would pay to suspend mining operations temporarily. At no time since January, 
1933, has any but the first assumption, that unit working-profits would fall, been in 
accord with general expectations. 





190 PHILIP S. BROWN 


ore involves a smaller output of fine gold than an equal tonnage of 
richer ore, the current profits attributable to the gold premium 
must be less than the loss incurred by not realizing on the richer 
ores while the high working-profit per ton of ore milled lasts. Con- 
sequently, the interests of the stockholders would seem to require 
that policy of mining which exploits ore of an average yield great- 
er than the average content of ore reserves calculated on the basis 
of present working-costs—unless other factors make it expedient 
to alter such a policy. Actually other factors did make it to the 
owner’s interest to pursue a “new mining policy,” and the result- 
ing practice of reducing very considerably the average grade of 
ore milled effected an appreciable decline in the rate of gold 
production. Let us see why this reduction in grade was carried 
out. 

We have already mentioned the great anxiety felt by mining 
officials and many other persons in South Africa in regard to the 
future of the gold-mining industry. It seemed imperative that 
steps should be taken to prolong the life of the mines. But how 
could ore reserves be increased? Any considerable reduction in 
working-costs was practically impossible, for it meant cutting the 
wages of organized European employees without restricting the 
scale of operations, at a time when most mines showed handsome 
working-profits. Likewise, there were political obstacles in the 
way of reducing customs duties, adjusting railroad rates, altering 
mining regulations to enable the ratio of Europeans to Natives 
to be reduced, and reducing the contract prices of numerous stores 
bought by the mines. Currency depreciation, however, achieved 
easily and effectively a much greater reduction in the “‘pay limit” 
than two post-war low-grade ore commissions had dared to rec- 
ommend. If unit working-costs could be kept from rising too 
much and too rapidly, then this social desideratum—the pro- 
longation of the life of the gold-mining industry—would be 
achieved. 

Now that it was easy to do so, the government acted in what it 
conceived to be the public interest," and, inasmuch as it can con- 


2t It is the writer’s opinion that the government has by no means acted in accord- 
ance with the true national interests. The unprecedented boon conferred upon South 
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trol pretty effectively the policy of the mines in regard to the 
grade of ore milled, it has been remarkably effective in prolonging 
the probable life of the country’s gold industry. Let us see what 
instruments of control the government has at its command: (1) 
by its financial and labor policies it very largely determines work- 
ing-costs in the gold-mining industry; (2) by exercise of its leasing 
control the government can, in large measure, dictate its mining 
policy to that part of the industry which accounts for 35 per cent 
of the Rand output of gold; (3) it can establish a taxation pro- 
gram which allows stockholders to retain a greater percentage of 
their profits if these profits are derived from ore of low-average 
yield. 

The government has the option of undertaking vast public im- 
provements requiring heavy taxes, paid, in large part, by the 
gold-mining industry, or of holding expenditures within moderate 
bounds. Moreover, taxes can be so imposed as to fall more or less 
heavily on the gold mines. Railroad rates and custom duties can 
be drawn up so as to impose additional costs on the gold-mining 
industry. Still another important instrument of control is the 
power which the government exercises over wages, which by the 
Wage Act of 1925 are subject to determination by the Wage 
Board for the gold-mining industry. If the government gives evi- 
dence of trying to prevent an increase in working-costs, mining 
officials will find it to their advantage to mine all ore that is 
“payable” at the existing level of working-costs. The pecuniary 


Africa afforded an opportunity—such as is very unlikely to come again—to raise 
the wages of Native labor and to take a substantial step in the direction of removing 
the “color bar’’ in the economic sphere, with least injury to European workers. Na- 
tive unrest is now apparent, and the long fight against flagrant discrimination has 
begun. The more thoughtful citizenry of South Africa realize that the future is 
bound to bring painful readjustments; indeed, many fear that a continuation of the 
present policy of repression will eventually lead to the expulsion of the whites from 
South Africa. Be that as it may, the failure of the government leaders to take 
advantage of the present situation to improve materially the lot of two-thirds of 
the country’s population is exceedingly unfortunate. What is even more depressing 
is the failure of the European interests to consider seriously the problem of Native 
welfare; the writer has nowhere come upon the mention of any such proposals in 
recent issues of the trade journals, proceedings of the Transvaal Chamber of Mines 
or other publications concerned largely with the gold industry. 
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advantage to the mines of a few years’ prolongation of the present 
wide profit margin is much greater than the advantage to be 
gained by exploiting the richer ores as quickly as possible. 

The leasing control exercised by the government has been a 
further cause for reducing the average grade of ore milled. The 
Mining Leases Act provides that the lessee of a leased mine shall 
carry on mining and reduction operations on a scale and in a 
manner satisfactory to the minister of mines. “The interpretation 
placed upon this provision is that all leased mines must, in their 
mining practice, operate in proper relation ‘to the average of the 
ore reserves.’ ’’* 

The direct taxation of the working-profit of existing gold mines 
does not alter the “‘pay limit.’’ Moreover, a flat income tax might 
be expected to have no effect on the average grade of ore mined, 
if mining officials look upon it as a permanent levy. Such a tax, 
however, might induce a reduction in grade if the tax were 
onerous and if mining officials thought that it would be reduced 
after a few years. In view of the much improved condition of the 
Union’s finances and the anticipation of smaller relief expendi- 
tures in years to come, this consideration may have been a factor 
in lowering grade. 

A graduated excess-profits duty, however, offers a very definite 
and calculable incentive for a mine to reduce its average per ton 
yield. To take, e.g., the excess-profits formula of 1934-35,?3 the 


* John Martin, ‘‘The Question of Grade on the Rand,’’ South African Mining 
and Engineering Journal, November 3, 1934. We may take “‘ore reserves,’’ as used 
here, to mean all rock which could be mined profitably if the current level of work- 
ing-costs and the current price of gold were to continue. 


23 See ““‘The Gold Mines Excess Profits Tax Amendment Bill,”’ Union Gazette 
Extraordinary, May 25, 1934. ‘‘Excess profit per ton milled”’ is defined as that part 
of average profit per ton milled earned during the fiscal year in excess of the average 
profit per ton milled earned during November and December, 1932. 

The pledge of Mr. Patric Duncan on behalf of the government in 1933 was that 
“taxation of additional profits resulting from the gold premium should not, taking 
the normal and excess profits duty together, exceed 50% of the excess profits for the 
three following years” (see Mining and Industrial Magazine of South Africa, Febru- 
ary 15, 1935, Pp. 3). This replaced the first arrangement that the government should 
not take more than £7,400,000 in normal and excess-profit taxes. 

The following figures (in thousands) show the extent to which the government 

















SOUTH AFRICAN GOLD MINING SINCE 1925 193 


tax rate is 1 per cent for each penny of excess profit per ton of ore 
milled up to 30d., so that if a mine lowers its yield to the point 
where its working-profit per ton is the same as its average profit 
in November and December of 1932, it is not liable to an excess- 
profits duty even though its total working-profit may have been 
greatly enlarged by an increase in tonnage; if, on the other hand, 
the excess profit per ton is 30d., it pays an excess-profits tax of 
30 per cent or od. per ton. After this point the rate of duty is 
determined by the formula designed to lessen the rate of increase 
in the tax rate. 

If the total tonnage can be enlarged, the managers, in taking 
this taxation factor into account, will calculate the saving in tax 
payments, if any, which would result from the additional milling 
of a certain amount of low-grade ore, and they will set this saving 
over against the net cost (i.e., after subtracting the yield value) of 
handling such ore. In any given set of circumstances (i.e., where 
the possible enlargement of tonnage capacity, amount of low- 
grade ore, etc., are known) there exists one point of maximum 
average yield. No doubt much reclamation and milling of rock 
broken in the course of development has been carried on with the 
sole purpose in view of escaping the high excess-profits duty 
incident to a high-average yield. 

Where a mine is already operating at capacity, any reduction in 
average grade will, of course, reduce working-profits more than it 
will reduce tax payments. The managers or owners must then 
decide whether or not the reduction in grade will result in an ad- 
dition to or a diminution of total future net profits. For example, 
if a mine by not altering its mining policy can expect to show an- 


and shareholders, respectively, participated in the increase in working-profits, in 
the calendar years 1933, 1934, and 1935:* 











1932 1933 19034 1935 1936 
Total working-profits .| £15,306 £31,500 £32,400 £32,640 £32,054 
Government share in profits 
from leased mines and Be- 
waarplaatsen, normal tax, 
and excess-profits tax... 4,313 14,750 13,300 14,378 14,383 
Dividends to shareholders. . 8,379 13,500 15,828 16,391 17,296 

















* Figures are taken from Annual Reports of Transvaal Chamber of Mines. 
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nual working-profits of £1,000,000 for the next ten years, and if 
it must pay 50 per cent of this to the government, then the sum of 
its future net incomes will be £5,000,000. Now, if by including 
low-grade ore the average per ton yield is lowered by one-half, the 
mine is subject to only a 25 per cent tax and the owners may ex- 
pect to show £500,000 working-profits annually for twenty years, 
or £10,000,000 in all. Of this it will pay £2,500,000 to the govern- 
ment and retain as net profits £7,500,000. Discounting the pres- 
ent value of earnings received in the second ten-year period would 
reduce somewhat the difference between the total net profits in 
the two cases, but some gain may still accrue from the reduction 
in average grade. 

The social desideratum of prolonging the life of the gold indus- 
try was probably the chief consideration involved in the formula- 
tion of government policy, and it was the government’s taxation 
policy, more than all else, which was instrumental in effecting a 
reduction in the average grade of ore milled. This reduction more 
than offset the effect of increased tonnage in 1933 and 1934 and 
led to a decline in total gold output during these years—a conse- 
quence that is clearly not contemplated by general economic 
reasoning based on purely laissez faire assumptions. 


IV. SUMMARY AND CONCLUSIONS 


The foregoing study has shown that the drastic decline in the 
general price level during the years 1925-32 did not lower unit 
working-costs of the large South African gold mines, which con- 
tributed 51.5 per cent of total world-production during this pe- 
riod, and, therefore, did not afford any appreciable stimulus to 
gold production in South Africa. In the case of the Rand, wages 
are especially rigid because of the strong, militant trade-union 
composed of the skilled European workers and because of the 
insensitivity of Native wages to changes in demand and supply of 
Native labor. But even the costs of goods and other services con- 
sumed by the Rand mines are extraordinarily unresponsive to 
changes in the general price level. Government regulation of 
transportation rates, of custom duties on imported goods, of elec- 
tric-power rates, of compensation for accidents and phthisis, and 
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of taxation levies, operated in the period examined to make rigid 
the cost of stores consumed per ton of ore milled. The existence of 
long-term contracts with many secondary manufacturers and the 
presence of monopoly price control over certain supplies and serv- 
ices furnished the mines have added to this government-imposed 
rigidity.4 

Furthermore, we have found that there are factors other than 
working-costs which are highly important in determining the scale 
of South African gold production: the coming into operation of 
new mines in gold fields recently discovered or recently leased by 
the government; the availability of Native labor; and, finally, 
governmental control over the average grade of gold ore milled. 
As a consequence of the last-mentioned factor, we witnessed the 
peculiar phenomenon of a diminution of gold output throughout 
1933 and 1934, when the level of working-profits per ton of ore 
milled was greatly enhanced and when the volume of ore milled 
was constantly increasing. 

Space does not permit us to enter into detail in the matter of 
just how much ore reserves have been enlarged, but the complete 
change that has now taken place in the outlook for gold produc- 


tion during the next decade at least must be apparent from what 
has been said above. The gold delegation of the Financial Com- 
mittee of the League of Nations relied very largely upon the 
figures of Dr. Hans Pirow in its attempt in 1930 to estimate future 
gold production in the case of South Africa.** These estimates 
were partly hedged with assumptions which excluded many of the 
developments that have since taken place; but, even on the basis 


+4 It is true, of course, that reductions in these costs would ultimately have been 
effected in order to avoid drastic curtailments in the scale of operations—a consider- 
ation that seems to have been overlooked by the gold delegation of the League of 
Nations. As C. O. Hardy has properly observed, ‘‘The present level of costs is shot 
through with items which really constitute a distribution of the net income of the 
industry to elements in the community that are able to grasp it rather than pay- 
ments of costs that really have to be met in order to maintain the high level of out- 
put” (Is There Enough Gold? [Brookings Institution, 1936], p. 67). 

2s Mr. Kitchin’s estimate of future gold production in the case of South Africa 
was somewhat greater than the official estimate of Dr. Hans Pirow. However, even 
Mr. Kitchin predicted a fairly substantial annual decline in gold production after 


1932. 
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of the assumptions posited, the estimates of future production 
were surely too low, as Kitchin’s estimates of 1921, 1924, and 
1926, and Kotze’s estimate of 1926 had proved to be.** In any 
case, these assumptions are no longer realistic and the estimates 
are no longer a serviceable guide to monetary authorities. As- 
suming that gold will continue to be worth approximately 140s. 
per ounce and that the average per ton working-costs will not 
rise above 19s. 8d., the level that prevailed in 1930, the author, by 
using all the data available to him, has estimated South African 
ore reserves to be 275,000,000 ounces, or nearly twenty-five times 
the gold output of South Africa in 1936. This estimate will, in all 
probability, prove to be too high (barring favorable, unpredicta- 
ble developments) because the assumptions are not likely to be 
verified by the actual course of events.?”7 It does not seem worth 
while, however, to attempt a series of estimates, each based on a 
different set of assumptions. 

The scale of Transvaal gold-mining operations over the next 
half-dozen years can be predicted with more certainty because it 
is not necessary to assume that working-costs per ton of ore 
milled will remain constant or will vary only moderately; nor is it 


26 Cf. Hardy, op. cit., chap. v. In his judgment, ‘““There was no sound reason in 
1929 for anticipating any decline in world production in the decade of the thirties, 
assuming a continuation of the 1929 price level” (ibid., p. 61). The author readily 
concurs in this opinion, which necessarily implies that the estimates in 1930 of the 
gold delegation were greatly in error. 

27 It should be mentioned that the foregoing estimate may not be greatly excessive 
if the present pay limit continues to prevail over the next four or five years (as it has 
for the last four years) even though costs rise considerably in subsequent years. In 
this period capital investment will have been launched on such an enormous scale 
as to make almost inevitable the development of the great bulk of the auriferous rock 
taken into account by the foregoing estimate. 

The London price of gold averaged 140s. 6.25d. and working-costs per ton of ore 
milled were 18s. rod. in September, 1937. In the same month, working-costs per 
ounce of gold were 81s. 8d. and working profit was 53s. 2d. No increase in wage 
rates has occurred to date, but unit labor costs have risen slightly as a result of in- 
creases in annual contributions to the Phthisis Fund and the European Employees 
Provident Fund, and as a result of more liberal holiday grants. There has been a 
tendency for the unit costs of supplies to increase appreciably; however, these in- 
creases have been more than offset by a decline in the real costs of mining a ton of 
ore, as is evidenced by the decline of almost a shilling in working-costs per ton of 
ore milled. 
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necessary to assume that the price of gold will not vary appre- 
ciably. Enough ore can be developed in most mines to maintain 
operations at maximum hoisting and milling capacity for several 
years, even though unit working-costs increase. On the basis of 
capital developments now under way,” it seems reasonable to 
suppose that an operating capacity of approximately 75,000,000 
tons will be attained by 1942. If we assume an average yield of 
4.5 dwt. per ton (the average yield in 1936 was 4.57 dwt.), the 
industry, by milling 75,000,000 tons of ore, would produce 
16,870,000 ounces of gold as compared to 11,399,411 in 1936.”° 
Furthermore, barring excessive price changes and labor shortages, 
it would seem likely that gold production might continue to in- 
crease until at least 1946. It should be noted that these predic- 
tions do require the positing of one highly important assumption, 
namely, that an adequate supply of labor will be forthcoming. It 
is probable that 100,000—-150,000 additional Natives will be re- 
quired, and most of these will have to be imported. Despite what 
appears to the author as the unwisdom, from the point of view of 
national welfare, of importing Native labor, it is highly probable 
that the government will permit the gold industry to recruit the 
desired number of tropical Natives.*° 


28 In the spring of 1936 thirteen new, main vertical shafts were in the process of 
being sunk on properties of producing mines. The more important source of future 
expansion, however, is the new areas now under development; in March, 1936, twen- 
ty-one new main shafts were being sunk on the properties of fourteen new mines and 
two main shafts had been completed on another mining property (Vogelstruisbult). 
None of the mines now under development is expected to commence milling opera- 
tions before 1939. 


29 A substantial increase in working-costs might increase appreciably the grade 
of ore milled during the ensuing years by virtue of its effect upon the pay limit and 
the consequent exclusion of certain low-grade ore bodies. As a consequence, gold 
production might exceed for a few years the level forecast on the basis of constant or 
moderately rising working-costs. 


3° At the present time, four thousand Natives from tropical areas are being em- 
ployed by the permission of the government; the mortality rate of these Natives has 
been very much lower than in earlier years, before the perfection of pneumonia vac- 
cines, and compares favorably with the mortality rates of Union Natives. The mines 
are importing nearly ninety thousand Natives from the Portuguese territory of Mo- 
zambique, which is the maximum number allowed under the Mozambique conven- 
tion; and it is unlikely that the Portuguese government will consent to a further in- 
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We should not generalize too hastily from this single instance of 
South African gold production in regard to the elasticity of world- 
gold production to changes in working-costs (expressed in gold 
prices), although our conclusion in regard to the enlargement of 
Rand ores reserves and the consequent future production of gold 
therefrom does suggest that in the long run the volume of gold 
produced is greatly affected by the level of commodity prices and 
by the price of gold. This being true, the secular tendency of the 
value of gold to remain the same is a very real force in monetary 
affairs. It is perhaps in order to ask if Ricardo and the great 
theorists who preceded and succeeded him were not more nearly 
correct than those technical experts who have induced fears of 
gold shortages and resulting price declines by their predictions of 
lessened production and by their supposition that such shortages 
would be cumulative, rather than corrected by the reciprocal 
effect of prices upon gold production. Furthermore, in support of 
the general hypothesis of Ricardo, it is probable that much ex- 
ploratory activity and many of the discoveries that appear to be 
quite an independent factor in the production of gold have not 
been altogether fortuitous but have been induced by the high 
value of gold. Be this as it may, the single, highly important 
instance of South African gold mining during the past decade 
shows how a change in the purchasing power of gold in terms of 
commodities is likely to affect future gold production. In this par- 
ticular instance the elasticity of gold production to a change in 
commodity prices in terms of gold will undoubtedly show itself 
to be very great. Furthermore, it is clear that the possible secular 
elasticity of gold production to changes in the price level does not 
carry over into the shorter-time cycles of prices and business ac- 
tivity. In fact, we can as a consequence of the foregoing inquiry 
state quite emphatically that, in the case of South African gold 
mining during the past decade, current production of fine gold has 
not been increased by the enhanced purchasing power of gold 


crease. The only areas south of the 22° latitude that are likely to yield additional re- 
cruits are Natal and Zululand, but it is improbable that they will furnish enough 
Natives to meet the increasing demands of the mines, even during the coming year. 
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over commodities. The output of gold in this area in December, 
1936, four years after the unprecedented enhancement of per ton 
working-profits, was approximately the same as the output of 
gold in December, 1932. 


NOTE ON THE RECENT INCREASE IN GOLD 
PRODUCTION IN OTHER COUNTRIES 


Whereas world gold production was 24,098,676 ounces in 1932, it is 
estimated to have been 32,935,526 ounces in 1936—an increase of 36.2 
per cent.** The entire increase has occurred in countries other than the 
Union of South Africa and has been distributed as shown in Table 3. 

The phenomenal increase in Soviet gold production is attributable 
to numerous factors, chief of which has been the recent discovery of rich 
ore deposits. To some extent the discoveries that have occurred have 
been fortuitous, but exploration has been promoted with great energy 
and very many incentives have been offered to prospectors. It is not 
mere chance that innumerable and widespread discoveries have re- 
sulted from such encouragement in a country whose natural resources 
are so undeveloped as those of the Soviet Union. The increase in the 
London price of gold probably induced Soviet authorities to make even 
greater efforts than they had made in the years immediately preceding 
to expand the gold-mining industry. In this connection it is interesting 

3* U.S. Bureau of Mines, Mineral Market Report (October 6, 1937), p. 598. The 
estimate for Soviet gold production used in arriving at the world-estimate for 1936 
is lower than that of other reputable sources for statistics of current gold production 
and is a better estimate in the author’s opinion. 

The following figures show the absolute and relative importance of the major 
gold-producing countries in 1894, 1914, 1924, 1932, and 1936: 








1894 1914 1924 





Mil- Mil- . Mil- 
lions of | - lions of | - lions of 
Ounces Ounces Ounces 





Union of South Africa...| 1.81 8.390 9.57 
Ss ose 1.41 1.73 55 
United States of America 

(excluding Philippines) 1.91 4.52 2.44 


Canada......... oS 77 1.53 
oS “eae EY 2.03 .67 
Other countries, each of 
which produced less 
than 800,000 ounces in 
76 3.86 


76 18.62 
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to note that the gold-mining industry has led the way in the adoption 
of individual incentives and of other practices very different from those 
formerly permitted by the ideology of the Communist leaders. 

In each of the other countries whose production has increased since 
1932 the increase is attributable to one or more of the following fac- 
tors: (1) the enhanced price of gold which stimulated the exploitation 
of deposits that were formerly submarginal; (2) technical improve- 
ments in mining, such as the development of deep-dredging, of air- 


TABLE 3 
INCREASE IN 1936 AS COMPARED TO 1932 


(In Millions of Ounces) 





Union of Soviet Socialist Republic................. 3.302 
United States (excluding Philippine Islands)........ 1.540 
pe ats avis kwagida ds Saeed ia swe wwe 0.697 
ESERIES ene ren ieee Re ae 0.456 
lig ons ax ohn aa haneee saee ieee ©.370 
a 8 harks nl oon sas eka awa ©.320 
British and French West Africa................... 0.304 
a a en eee ca wcan ken wage de kanes ©.245 
New Guinea (Australian mandate)................. ©.252 
re tuk encase ucehecaonmens 0.223 
aaa ADS one sharia kelaoeis wakd wand Na dws ©.220 
as ibalais duty eae be eid oan pron ace eaceeas ©.170 
ee aie ak sad aaah mew Sew ea 0.144 
Se cre a ik Se na ee clea ie wicca 0.142 
i ccccenvadetindawseaaiendeas began 0.665 

IR ic ca oneal ea anew ake 9.059 


conditioning and other devices to permit very much deeper lode min- 
ing, and of the art of geophysical surveying; (3) the coming into pro- 
duction of previously discovered deposits that would have been de- 
veloped without the incentive of a higher price of gold (e.g., those of 
the U.S.S.R., of the Philippine Islands, of West Africa, and of New 
Guinea); and (4) new discoveries, some of which are attributable in- 
directly to the enhanced price of gold and some of which are not (a 
good example of the latter class is the richer ore occurrence at Home- 
stake where the rate of mining had been practically unaffected by the 
higher price of gold). 

In the United States the increased activity in base-metal mining in 
1936, as compared to 1932, combined with each of the above-mentioned 
factors to effect a marked increase in output. 

In Canada the relatively constant level of gold production in the 




















SOUTH AFRICAN GOLD MINING SINCE 1925 201 


years 1933, 1934, and 1935 conceals two pronounced tendencies which 
offset one another in large part: (1) the decline in the gold output of 
several of the old, large producers, attributable largely to exhaustion 
of richer reserves, and (2) the great increase in the output of the re- 
mainder of the auriferous quartz-mining industry, attributable to the 
large number of small mines that commenced production. 

In Australia the expansion is attributable principally to the re- 
working of old tailing piles and the exploitation of known deposits 
which became payable as a consequence of the very great depreciation 
of Australian currency in terms of gold. 

Examination of unit working-cost figures of individual gold pro- 
ducers (excluding base-metal mining companies) of the United States, 
Canada, and Australia reveals that the decline in the general commod- 
ity price level in the years 1929-32 found surprisingly little reflec- 
tion in unit working-costs and, as in the case of South Africa, exerted 
little or no stimulus to gold mining. 





THE EARLY DEVELOPMENT OF THE 
NOTE-BROKERAGE BUSINESS 
IN CHICAGO 


DON M. DAILEY 
United States Building and Loan League 
Chicago, Illinois 


I. EARLY NOTE BROKERS AND THE BACKGROUND 
OF THEIR BUSINESS 


ROKERAGE operations of one kind or another in Chicago 
have been co-extensive with the evolution of banking it- 
self. In fact the term “broker” is met with much more 

often than that of “bank” or “banker” throughout the early 
years of the city’s development. The first private banking-houses 
more often than not were called brokers. The earliest of these, 
Strachan and Scott, commenced business as “Stock and Exchange 
Brokers.’”’ Fergus’ Chicago Directory for 1839 lists Murray and 
Brand as “exchange brokers,”’ and George Smith and Company 
as “bankers, exchange brokers.’”’ Of the two other banking- 
houses, neither was indicated simply as “banker.”” Even though 
Smith and Company had notified the public early in 1841 that 
it was to carry on the business of private bankers, yet the firm 
was commonly referred to as brokers." 

The common use of the term “broker’’ for persons or firms 
carrying on banking activities can largely be explained from the 
fact that private enterprise banking with complete powers was 
prohibited until the General Banking Act of 1851. It followed 
that the name “bank” or “banker” might be strictly applied 
only to state-sponsored institutions. A considerable part of the 
business of the early banking-houses, moreover, was that of sell- 
ing domestic exchange and dealing in bank notes which were in 
various stages of depreciation. 

The announcement of one of these private bankers, Richard 


* See, e.g., Chicago Democrat, June 9, 1841. 
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K. Swift, in 1850, to the effect that “notes and time bills will be 
received to sell for a commission,” in all likelihood marks the 
rise of the note-brokerage business in Chicago.? Swift had already 
expanded the range of his banking operations beyond that of 
most of his contemporaries, until it included the sale of exchange 
on all important European centers, acting as agent for those 
abroad who had funds to invest, opening of a savings department, 
and the establishment of an office in California during the gold 
rush. 

The year 1850 was in the midst of a transitional period in 
local banking. The only legally constituted bank which the city 
had had—a branch of the State Bank of Illinois—had closed 
early in the 1840’s. The Free-banking Act of 1851 was designed 
to give the state a uniform and secure note issue, but in Chicago 
it failed to take business from the hands of the private banking- 
houses, and from 1841 until near the close of the 1850’s, when 
several important special-chartered institutions were organized, 
local finance was completely dominated by the private bankers. 
Since they were denied the privilege of issuing notes, and inas- 
much as most of them desired to carry on general banking opera- 
tions, it was necessary that some extra-legal device be adopted. 
Several daring plans were put into effect, the most notable of 
which was that of George Smith. This banker in 1839 had 
organized the Wisconsin Marine and Fire Insurance Company in 
Milwaukee, and through it issued “certificates of deposit” as cir- 
culation for his Chicago banking-house. These comprised the 
major portion of the local bank issues and were commonly known 
as “Smith’s money.” 

As for the economic background of Chicago in 1850, a com- 
mercial revolution brought about by the opening of the Illinois 
and Michigan Canal in 1848 and by the construction shortly 
after of railroads with the city as a terminus, was under way. 
These improved transportation facilities made of Chicago an im- 
portant grain market which soon was to take the country’s lead, 
and which was already giving its bankers a large volume of grain 
and produce bills. These drafts on eastern buyers took first place 


2 See Chicago Daily Journal, October 11, 1850. 
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in favor at the banks and had a significant bearing upon other 
bankable paper, including notes handled in the open market. 

By the close of the 1850’s the domain of the broker had come 
to be better defined. He was commonly considered a money 
dealer whose enterprise was not chartered or supervised in any 
way, and who performed only a part of the operations of “general 
banking.” He was in a quite different field from most of the old 
established banking-houses, which by 1860 were able to carry on 
a large discount business without the right of note issue because 
checking accounts had become common, and which were confining 
themselves to commercial banking. He was also in a field quite 
distinct from that of a chartered bank such as the Merchants’ 
Savings, Loan and Trust Company, the operations of which, 
comprising savings and commercial banking, were specifically 
authorized by an act of incorporation. But in most instances note 
brokerage was carried on along with other operations, and some- 
times by private bankers of long standing; such was the case of 
Swift cited above. The Metropolitan Bank of D. H. Farlin and 
Company in 1857 listed “commission” as one of its several func- 
tions; this function was elaborated as follows: ‘““We buy and sell 
short-time paper, negotiate loans on long time and invest money 
for capitalists by and with advice of third parties, or on our own 
judgment as desired.’’$ 

By the middle of the decade a number of “banking offices’’ were 
opened to specialize in note brokerage. Lazarus Silverman set 
himself up as a “‘note-broker”’ in 1853 and years later was still 
soliciting “‘good paper.’’* The firm of Greenebaum Brothers ap- 
pears to have started largely as a “general commission broker’s 
office” and the proprietors in their “general negotiation busi- 
ness,” among other paper, were handling “bills of exchange, 
acceptances, and promissory notes.’’> A year later F. H. Benson 
and Company established ‘a note and money broker’s office.’ 
Aiken and Norton advertised that the “loaning and investment 
of money on commission [would] receive special attention.” 


3 Ibid., May 5, 1857. 
4 Chicago Tribune, July 31, 1875. 6 Tbid., June 29, 1856. 
5 Chicago Democratic Press, April 14, 1855. 7 Ibid., August 31, 1857. 
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E. H. Cummings regarded himself as a “private broker’’ and 
apparently specialized in “loans of one year and over.”* By the 
middle of the 1870’s Wrenn and Brewster were reported as 
handling ‘“‘a large amount of commercial paper on commission,”’ 
as was A. O. Slaughter, who established his business early in the 
1860’s.° 

Before the close of the 1880’s the broker handling commercial 
paper had become quite specialized and was no longer the old- 
time banker carrying on a variety of functions, having narrowed 
these down typically to security-brokerage operations. E. L. Lob- 
dell and Company, for example, handled ‘commercial paper, 
collateral loans, bank stocks and investment securities.’’*® During 
this decade numerous grain-commission firms added stocks and 
bonds to their operations, and some of them acquired a commer- 
cial-paper business. J. D. Harvey and Company were brokers in 
“stocks, bonds, grain, and provisions, local securities and invest- 
ments, and commercial paper. Many security brokers started 
business after the reorganization of the Chicago Stock Exchange 
in 1882, and a number of them solicited commercial paper. Now 
and then a dealer in mortgage loans carried a line of business- 
men’s notes.” While specialization was not complete, it had 
nevertheless moved far since the first announcement of the note- 
brokerage business, and this tendency, together with the notable 
change in the quality of the paper handled, greatly augmented 
the prestige of the occupation. 


II. TYPE OF PAPER DEALT IN BY THE BROKERS 
AND MANNER OF NEGOTIATION 
In the beginning the brokers dealt in paper of the greatest risk, 
and throughout the decade of the 1850’s they were understood as 
functioning somewhat on the fringe of the banking community, 
their province being commonly referred to as “the street,” and 
usually contemptuously so. With the spread of the custom on 


* Chicago Press and Tribune, April 26, 1860. 

* Chicago Tribune, July 31, 1875. 

*© Economist, II (Chicago, 1889), 352. 

™ Ibid. ™ E.g., C. Granville Hammond (cf. ibid., p. 494). 
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the part of banks of discounting only for regular depositors, with 
the growing seasonality in the demand for bank credit, and with 
any exceptional demands, there remained an overflow business, 
as it were, for the brokers. When at the close of 1855 one or two 
of the “largest banking houses .. . . stopped discounting,’’ there 
was ‘“‘thrown a large amount of paper on the street and those 
who have money and deal in notes are having a good time of it.” 

Not only was the occasional borrower with no regular banking 
connection a client of the note broker, but the businessman with 
established credit at a bank now and again sought additional 
loans from the broker. In any event, it was the most speculative 
paper which found its way to “the street.’’ Often it financed the 
holding of grain and produce for an advantageous change in 
price, a practice which was regarded by a large section of the 
community as reprehensible. There are many references to the 
fact that speculators were “‘generally driven to the street,’”* and 
that the banks had “money enough for the wants of legitimate 
trade, but they [could] not supply the demands of the speculators, 
and [had] no desire to do so.’ 

The relatively low quality of the paper handled by the broker 
was reflected in the interest rates which he charged, which, almost 
without exception, were higher than those prevailing at the 
banks. Thus we find in the summer of 1854 that “‘in the street, 
from 2 to 5 per cent per month is still freely paid . . . . regular 
rates, 10 per cent per annum.’”® In November, 1858, “the note 
brokers [were doing] a large outside business at rates frequently 
running up to 20 per cent.’"’ “Barbarians” were said to have 
“often paid this latter rate while the banks discounted the paper 
of their regular customers at 10 per cent.’”** A number of years 
later it was observed that “‘on the street brokers are discounting 
at 2 and 3 per cent per month.’"® Within a few months on “the 


13 Chicago Democratic Press, December 29, 1855. 

4 See, e.g., Chicago Tribune, October 20, 1865. 

s Ibid., June 29, 1864. 

%© Chicago Democratic Press, July 10, 1854. 

*7 Chicago Daily Times, November 10, 1858. 

18 Tbid., October 23, 1858. 19 Chicago Tribune, February 1, 1865. 
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street . . . . the rates [varied] from 10 to 18 per cent per annum, 
and some of the brokers [were] lending money at 2 per cent per 
month.””° 

The chief factor responsible for the overflow business which 
went into the hands of the brokers in the form of the least desir- 
able paper was the extraordinary growth of Chicago as a grain 
and provisions market; it was this that gave rise to bills of ex- 
change (drafts on eastern buyers) in huge volume and gave the 
local bankers their most liquid assets. By the middle of the 1850’s 
marked preference was shown for most bills as against much of 
the mercantile paper, that is, the notes of tradesmen. Many 
complaints were heard to the effect that “‘in no city of the Union 
do manufacturers, merchants, and all local dealers have to rely 
so entirely on their own resources as they do in Chicago. .... 
There is no remedy for this but . . . . the accumulation of capital, 
until it reaches an amount beyond the necessities of the grain 
and produce trade.”** The supply of bills was fed also by the 
wholesale business of the city, which by 1851 had “taken a fair 
start.”* The bills arose out of specific business transactions, were 
of short maturities, were not subject to renewal, and were very 
largely depended upon to create balances in New York against 
which exchange might be sold. The selling of domestic exchange 
was in fact an important function of the local banks throughout 
the early years of Chicago banking. 

During the autumn, in particular, the banks frowned upon 
notes if they were anything but short-dated and well secured. 
It was at this season, just before the closing of lake navigation, 
that bills stood in biggest supply and the bankers selected their 
discounts with greatest discrimination, so much so that all paper 
with a speculative flavor, notes with long maturities, and the 
paper of borrowers with no established banking connections went, 
quite regularly, to the brokers. This was the season when the 
brokerage houses showed “signs of returning vitality.”*’ Again, 

° Ibid., October 20, 1865. 

* Chicago Press and Tribune, April 23, 1860. 

* Chicago Democrat, October 11, 1851. 

*3 Chicago Daily Times, September 11, 1859. 
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in the spring with the opening of navigation, drafts on eastern 
buyers were offered for discount in large volume, and something 
of the same type of selection took place at the banks. The ex- 
traordinary increase in high-class bills that occurred in Chicago 
during the decades of the 1850’s and 1860’s resulted in forcing 
the least desirable paper into the hands of the brokers, gave the 
brokerage houses their first important business, and thus paved 
the way for their handling of quality paper at low rates in the 
near future. 

It was not until after the Civil War that the business of the 
Chicago note broker assumed significant proportions and im- 
portance, and that he operated altogether within the pale of 
commercial respectability. Late in 1867 it was reported that there 
was a “good deal of mercantile paper offering and no incon- 
siderable amount seeks an outside market.”** By “outside mar- 
ket’? was meant the local brokers. Business was expanding so 
rapidly by the latter part of the 1860’s, especially in meat-pack- 
ing, grain, and the wholesale trade, that increasingly high-grade 
paper found its way to the brokers. An important factor in this 
regard was the tendency on the part of eastern firms to take 
debtors’ notes or to bill their sales on open-book account rather 
than to employ the trade acceptance. This change in practice 
increased the supply of notes, among which was relatively high- 
grade paper, for the open market. It was a tendency, however, 
shared by other centers as well as Chicago. 

In the fall of 1872 ‘‘a large amount of good and first-class paper 
was refused [by the banks] and in order to find a market it had 
to be placed on the street.”*5 But the identification of the open 
market with the better-class paper instead of with that of the 
greatest risk came about only gradually. Between 1870 and 1875, 
while the brokers handled increasingly the former, they continued 
to deal also in notes of speculative character. This is evident 


24 Chicago Republican, November 4, 1867. It was not until about 1869 that the 
term “‘open market” was applied to the realm of the local note broker. See Chicago 
Tribune, December 21, 1869. 

*s Chicago Weekly Journal, October 16, 1872. It was in the handling of such paper 
that note brokerage was regarded as ‘‘a comparatively new business yet” (Chicago 
Tribune, April 26, 1873). 
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from the following: ‘“The banks and ‘the street’ are both quite 
active. The former are discounting pretty closely against all ir- 
regular paper and the latter are driving a brisk trade in dis- 
counting same.’’*° And: “Speculative and outside paper is too 
brittle for our leading bankers to handle and is forced on the 
streets.’? At the close of 1876 the demand for money “on the 
street was only fair, and the offerings were largely of paper in 
disfavor with the regular banks.””** 

The prejudice against resorting to the broker on the part of 
the businessman with high-credit rating was slow in yielding. It 
was said that “as a rule, the mere fact that the paper of an indi- 
vidual or a firm is ‘on the street’ is a taint of discredit. It is 
different in New York and other cities, where it is more the custom 
for all merchants to resort to the note-brokers.”*® And there was 
the question whether the broker could be relied upon for accom- 
modation in and out of season. In 1874 it was estimated that 
there were as many as “fifty wholesale houses in Chicago who 
could borrow on their own names without security at 8 per cent.” 
Many of those who were “‘paying their bankers 10 per cent could 
probably borrow at 8 per cent in the open market for their accom- 
modations in the winter,’’ when the demand for credit was rela- 
tively low.3° Some borrowers questioned whether an occasional 
lower rate at the brokers was worth the possibility of injured 
relations with their bankers. Spokesmen for the bankers warned 
those borrowers who had made it a practice of depending upon 
brokers that, in times of credit stringency, they would be penal- 
ized." 

The break in the interest rate at the hands of the brokers 
following the panic of 1873 marks a turning-point in the develop- 


* Chicago Weekly Journal, April 24, 1872. 
27 Ibid., May 21, 1873. 

*® Chicago Inter-ocean, December 25, 1876. 
*9 Ibid., August 13, 1874. 3° Ibid. 


3 In 1884, e.g., businessmen who tended to “‘run [their] deposit accounts down to 
alow figure, and to depend on note-brokers for money in good times,” were cautioned 
as to the extent to which they could ‘‘count on the assistance of a bank in bad times”’ 
(Bankers’ Magazine, XX XIX [1884], 83). 
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ment of the local commercial paper business. The brokers were 
responsive to the general movement of rates, and lowering them 
on the whole more readily than did the banks, they acquired, 
for the first time, high-grade paper in considerable volume. Five 
per cent in the open market in June, 1874, was said to have been 
“the lowest price at which money was ever offered” in Chicago.” 
A few months later the brokerage houses charged 8 per cent, 
while 10 per cent prevailed at the banks.** It was observed that 
“the banks are, of course, not particularly pleased that money 
should be loaned in the open market lower than their standard 
rate of 10 per cent because it draws away their best customers.” 
Early in 1876 the open market was attracting round sums ranging 
from $20,000 to $50,000 at a rate of 7 per cent, while the banks 
were “pretty firm in their demand of to per cent.’’s 

Whereas in former years the unfortunate borrower was he who 
had no regular line of credit at a bank, and hence was forced to 
“the street,’ now the unfortunate borrower was one who was 
so completely ‘‘tied” to his banker that he could not take ad- 
vantage of the open market: “Large amounts are offered through 
brokers ....at from 7 to 6 per cent per annum for 60 days. 
The banks still talk 10 per cent to such ‘regular customers’ as 
have no bank facilities elsewhere.’’*° 

Brokerage firms probably received a larger portion of their 
business from the wholesale grocery houses than from any other 
single trade. By early in the 1870’s it was customary for eastern- 
ers holding the notes of Chicago grocers to send them to Chicago, 
where this paper was readily sold in the open market.*7 The meat- 
packers, whose paper has bulked so large in the open market dur- 
ing recent decades, began borrowing through brokers shortly after 
the panic of 1873; a loan of $100,000 for 60 days at 8 per cent was 


3 Chicago Inter-ocean, June 15, 1874. 
33 Ibid., January 18, 1875. 
34 Ibid., November 25, 1874. 


38 [bid., January 6, 1876. Six months later money was “‘freely offered in the open 
market here at 5 per cent for 30 and 60 days”; while at the banks the rates still 
averaged 8 per cent (ibid., July 8, 1876). 

% Ibid., September 7, 1875. 37 Ibid., January 23, 1875. 
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made to a packing firm near the end of 1874 and was regarded 
as “the very best commercial credit.’’** Wholesalers of drygoods 
frequented the open market with paper growing out of sales of 
fall and winter stocks.*® Before the close of the 1880’s a wide 
range of business enterprise was borrowing through the local note 
dealers; while wholesalers and meat-packers continued to furnish 
the great bulk of the paper, others were increasingly represented.*° 
But local firms manufacturing agricultural implements and such 
household goods as sewing machines and pianos borrowed chiefly 
of their banks, with customer notes as security." By 1890 it was 
not uncommon for well-known out-of-town borrowers to dispose 
of their paper through Chicago brokers; close banking and trade 
contacts had been established with such centers as Des Moines, 
Milwaukee, Omaha, and Minneapolis. Especially when “eastern 
markets stiffened,’ outside borrowers sought the local brokers.* 
Liberal offerings of such paper were made in 1891." 

In the early years of the business the broker did not buy out- 
right but always handled the paper on a commission basis. He 
was typically an agent functioning between a clientele of money- 
lenders, on the one hand, and borrowers who had no regular 


banking connections, on the other. If the borrower were well 
known, the broker might make an advance pending the final 
sale, particularly if he knew just where he could place the paper; 
when the actual sale had been effected he would settle for the 
remainder less the amount of his commission.** This paved the 
way for purchasing outright, when the broker would be essen- 


38 Ibid., December 11, 1874. 

39 Chicago Tribune, July 30, 1875. 

4°In 1887 it was said that “‘leather dealers, lumber merchants, hardware men, 
and grocery merchants [in Chicago] who have heretofore sold their paper in the 
East are now getting funds through local note brokers” (Bradstreet’s, XV [1887], 
638). 

#* See Comptroller of the Currency, Annual Report (1880), p. 18; Bradstreet’s, X 
(1884), 172 

# Bradstreet’s, XVII (1889), 180. 

43 Ibid., XIX (1891), 379. 

“Instances of this practice continued for a good many years (see Bankers?’ 
Magazine, XX XIX [1884], 41). 
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tially a dealer whose profits depended upon buying and selling 
at the most advantageous rates. In New York this change in the 
status of the broker had taken place shortly after the panic of 
1857, or nearly twenty years earlier.4* The Chicago broker had 
to wait to attain this status until he had attracted a superior 
class of notes, involving less risk and commanding a wider mar- 
ket.“ 

By the middle of the 1870’s the transition in Chicago from the 
purely brokerage function to that of the modern commercial paper 
house was virtually complete. In 1887 it was observed that “a 
responsible dealer . . . . buys his customers’ paper, and thereby 
becomes the owner..... This business [dealing in high grade 
commercial paper] is no longer an experiment in the West... . 
over thirty millions of paper was’’ handled by a single Chicago 
dealer before a default in payment occurred.*’ All the higher-class 
brokers in Chicago by the close of the 1890’s not only bought 
their paper outright, but were said to have had “exact knowl- 
edge”’ of the note-makers. On the other hand, “the cheaper grade 
of brokers” handled paper only on commission and were not so 
particular in their risks.** 

During the 1870’s, when the local brokerage houses were han- 
dling their first high-grade paper in large volume, a considerable 
portion of the notes dealt in were in amounts covering exactly 
the invoices for merchandise bought. This was “paper made 
East”’ by local dealers in the settlement of bills of goods.*® To 

4s See Margaret Myers, The New York Money Market, Vol. I: Origins and De- 
velopment (New York, 1931), p. 56. 

“ Buying the paper outright is probably the brokerage function that J. J. 
Klein (“The Development of Mercantile Instruments of Credit in the United 
States,”” Journal of Accountancy, XIII [1912], 47) has in mind, when, apparently 


relying upon the testimony of L. J. Gage, he points out that note brokerage in 
Chicago ‘‘was probably quite unknown until about 1870.” 

47 Proceedings (American Bankers’ Association, 1887), pp. 46-47. 

48 Chicago Banker, VII (1901), 92. 

49 An interesting feature of the local open market was the numerous cases (like 
that of the grocers’ notes mentioned above) of New York creditors selling the paper 
of Chicago customers to Chicago brokers instead of discounting it at their New York 
banks or disposing of it in the eastern market. It was presumably here that the 
“ames were best known and the most satisfactory rates offered (see Chicago Tribune, 
November 19, 1872). 
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let it be known that the paper grew out of actual business transac- 
tions and thus to increase its marketability, it was not uncommon 
to insert in the notes the name of the seller of the merchandise. 
By the middle of the next decade, however, by far the typical 
borrowings were those in round sums, the proceeds of which were 
used in most instances to take advantage of cash discounts.*° 
Probably the earliest round-sum borrowing in the local open 
market was that of the meat-packers. 

By far most of the paper handled by the brokers was single 
name and unsecured. We find a few references, however, such 
as that of 1858, to paper being “perfectly secured.’’™ In case the 
issue was small and in the form of a single note, the collateral 
followed the note; but when the loan was large and the notes 
found lodgment in the hands of several buyers, it was necessary 
to appoint a trustee to hold the collateral, thus involving a formal 
arrangement. Warehouse receipts covering grain and provisions 
were excellent security for loans made by commercial banks, but 
it was said that they could not be handled easily as collateral 
for open-market paper.” Brokers also dealt in bills of exchange 
but never in large volume. Early in 1861 it was reported that a 
supply of “good bills” was on the street.53 After the 1870’s such 
paper traded in in the open market was negligible. 


III. MARKET FOR THE PAPER 


The earliest buyers of notes disposed of through Chicago 
brokers were individuals who had surplus funds for short-term 
investment—“capitalists’” they were called—some of whom re- 
sided in Chicago but most of whom were easterners. It was an 
important function of the private banker to act as agent for 
eastern moneylenders in the placing of funds in unsecured notes 
and in mortgage loans. The practice of local banks buying paper 
in the open market grew out of the bartering of brokers between 
themselves, and these brokers were essentially bankers carrying 


s° See Bankers’ Magazine, XXXIX (1884), 39-40. 

5* Chicago Daily Times, October 3, 1858. In 1870 “sixty-day paper with collater- 
als” was being negotiated at the brokerage houses (Chicago Tribune, April 25, 
1870). 

® Ibid., March 5, 1874. 53 Ibid., January 31, 1861. 
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on a variety of operations. Soon bankers were in the market 
who were in no way connected with brokerage functions. Banks 
were not large purchasers of open-market paper, however, until 
brokers handled paper of good quality—and then only if they 
had funds not demanded by their regular customers. It was ob- 
served during the unusually easy money market of July, 1871, 
that some of the banks “prefer to do but little or place their 
funds in New York rather than to make concessions here. Still 
others who have large accounts on which they are paying interest 
loan through brokers to No. 1 houses and on stocks at 7 and 8 
per cent.’’s4 This is one of the earliest references to local institu- 
tions buying notes from brokerage houses. 

Chicago banks, despite the large volume of bills of exchange 
which they handled, had long been familiar with single-name 
paper, and some of the institutions welcomed the impersonal fea- 
ture of acquiring such assets in the open market. The Chicago 
banks probably carried relatively more of open-market notes in 
their portfolios than did the New York banks. No data on such 
holdings alone have been published, but from 1881 to 1888, in- 
clusive, national banks in Chicago showed almost 20 per cent of 
their total loans to be comprised of unsecured single-name paper, 
whereas the New York institutions reported not quite 9 per cent.* 
Country banks were somewhat slower in being won over to the 
open-market paper than were those in the city.s° Along with the 
improved character of the paper, however, there gradually de- 
veloped a broadening market for it. The business depression fol- 
lowing the panic of 1873 furnished an important impetus to the 
demand on the part of country institutions.’’ At first the pur- 


54 Chicago Weekly Journal, July 19, 1871. 

ss Based on data published in Comptroller of the Currency, Annual Reports. 

6 See Myers, op. cit., p. 321. While but very inadequate means for ascertaining 
the credit standing of names in the open market were available for either country 
or city banks until the 1890’s, yet the country institution was more remote from 
such information as existed than was the city banker. 

57 See Chicago Weekly Journal, February 18 and April 8, 1874. In 1875 it was said 
that “‘a great deal of country bank money . . . . now comes here for investment in 
commercial paper.” This had been customary for only ‘‘a year or two” (Chicago 
Inter-ocean, February 10, 1875). 
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chases were largely a seasonal matter, but by 1880 they had 
become a regular practice in the interest of diversification of 
assets. Diversification was more of a problem for the country 
bank than for the city institution; and this fact, together with 
improved sales promotion on the part of the local brokerage 
houses, had, by the close of the 1880’s, made the country banks 
a better market for commercial paper than the Chicago banks.** 
Another factor which helped in the extension of this market was 
the rise in the number of banks throughout the country with 
Chicago institutions as correspondents; by 1878 as many as thir- 
teen hundred so reported, and ten years later this number had 
increased to twenty-five hundred. This meant that close inter- 
bank relations were established by which country institutions 
were provided with a source of information with respect to brokers 
to be dealt with and paper to be bought;5® not until after 1900 
did the practice develop of the city banks themselves buying 
paper from brokers for the account of their correspondents. 

In the fall of 1887 the local brokers were reported as doing a 
large business and country banks were “among their best buy- 
ers.’"°° Three years later a “leading dealer” said that his business 
was “almost wholly with banks in the thriving prairie towns, who 
have entered the field as buyers of good Chicago notes.’ By 
the turn of the century the country banks were less critical in 
their appraisal of open-market paper than were the city banks. 
It was said that Chicago bankers were of the opinion that “many 
country banks throughout the West [had] been loaded up pretty 
heavily with commercial paper of poor quality.’ 

Country banks throughout the regions tributary to Chicago 
probably maintained a larger proportion of their loans in the 

‘6 Chicago brokers early had made it a practice of mailing to banks and others 
their offering sheets. In 1885 it was said that such had “been the custom of the 
brokers for years”’ (Chicago Tribune, May 22, 1885). 

589 See Financier, LX XVII (1901), 598. 

6° Bradstreet’s, XV (1887), 622. 

* Economist, III (Chicago, 1890), 227. It was said that the sales of local brokers 
to out-of-town institutions amounted to $1,250,000 per week (ibid., IV [1890], 788). 


@ Chicago Banker, VII (1901), ot. 
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form of paper bought of brokers than did similar banks in the 
East. For example, country national banks in Illinois and Iowa 
between 1881 and 1888 reported unsecured single-name paper as 
comprising 18 per cent of all loans, while the country banks in 
New York and New Jersey reported only 9 per cent.°? Whereas 
before 1880 eastern and Chicago buyers took by far the greater 
share of the offerings of the local brokerage houses, by 1890 the 
country banks throughout the Middle West furnished the major 
market, with Chicago banks (together with those in such centers 
as St. Louis, Milwaukee, and Des Moines) in second place, and 
eastern institutions in third. In fact, it was said in 1887 that 
purchases by the East, “once so great,’”’ had “dwindled to noth- 
ing.’** This does not mean that the East had vanished as an 
outlet for local paper, but it indicates a marked decline in im- 
portance. 

It was probably not until the 1890’s that New York commer- 
cial paper houses attempted to sell their paper in Chicago and 
the Middle West. In 1901 it was reported that several large east- 
ern brokers had maintained offices in Chicago “for some time,” 
and that others had made it a practice of sending “traveling 


representatives West.’’®> By 1900 the overlapping of the two mar- 
kets, which has continued to the present day, was apparent. It 
was regarded as “‘a peculiar circumstance”’ that while New York 
paper was offered and freely bought here, local paper was sent 
in considerable amounts to New York.® 


IV. SUMMARY 


While changes were at work during the entire half-century 
following 1850 transforming the Chicago note-brokerage business, 
so great were those of the 1870’s that that decade remains the 
most significant in this evolution. Increasingly from the close 
of the 1860’s the brokers had handled first-class paper, and follow- 
ing the panic of 1873—more responsive to the general decline in 


6s Based on data published in Comptroller of the Currency, Annual Reports. 

64 Bradstreet’s, XV (1887), 622. See also Rhodes’ Journal of Banking, XIV (1887), 
1o10. 

6s Financier, LX XVII (1901), 821. % Ibid., LX XVI (1900), 1618. 
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rates than were the banks—they acquired a large part of the best 
paper available. Shortly thereafter it became a practice to pur- 
chase borrowers’ notes outright and to sell them over an expand- 
ing market, but principally to country banks. How great a trans- 
formation took place during this decade is seen from the fact that 
prior to the 1870’s the local brokerage houses had been identified 
with paper of the greatest risk, accommodating speculators and 
borrowers with no established banking connections, and charging 
the highest rates in the market. This early business on “the 
street” represented for the most part unacceptable paper at the 
banks, and its volume was very largely determined by the huge 
supply of grain and produce bills which were taken by the banks, 
notably in the autumn and spring of each year, to the exclusion 
of speculative paper, and often of notes of the mercantile trade. 
Included in this overflow from the banks was paper of a fairly 
high grade, and the handling of such notes by the brokers pre- 
pared the way for their later development into dealers in paper 
of the highest grade. 





RAILWAY NATIONALIZATION AND TRANSPORT 
CO-ORDINATION IN FRANCE 


HERBERT E. DOUGALL 
Northwestern University 


HERE have been two recent developments of great sig- 

nificance in the French railway situation: first, the “na- 

tionalization” of the main-line railway companies and, 
second, the establishment of a basis for national co-ordination of 
rail and highway transport. The announcement, on September 1, 
1937, that a national railway company was to be formed to com- 
bine the operations of the major publicly and privately owned 
railway systems in France came as no surprise to those who have 
been following developments in the French railway situation dur- 
ing the last few years. On the contrary, the shift to complete 
state control appears as the inevitable result of forces which have 
been operating ever since the war period. 

Coincidental with the passage of the decree on August 31, 1937, 
creating the new National Railway Company, the French cabinet 
decreed a new basis upon which co-ordination of rail and highway 
transport is to be required on a national scale. The co-ordination 
decree culminates a series of enactments begun in 1933 in an 
effort to deal with the problem of rail-highway competition. 

In this article a brief account of the developments leading up 
to these two significant changes is presented, followed by an 
analysis and criticism of the new relationship between the com- 
panies and the state and the new co-ordination scheme. For pur- 
poses of clarity it seems expedient to deal with nationalization 
and co-ordination separately, although they are parts of one large 
movement for transportation reform. 


I. NATIONALIZATION 
THE BACKGROUND, 1921-33 
The five privately owned main-line companies were returned to 
private control under the Law and Convention of 1921 which set 
218 
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up a new relationship between the state and the large railway 
companies, including the two state-owned lines. The seven large 
companies’ were tied together (1), administratively, through a 
Superior Railway Council representing the companies, their em- 
ployees, and the public, and a Railway Managing Committee 
of twenty-one members, three from each of the seven large sys- 
tems, to deal with questions of interest to all the companies; 
and (2), financially, through a common fund into which the sur- 
pluses of the companies (over and above a fixed dividend rate 
on the common stock) were to be paid and from which funds to 
cover deficits, if any, were to be drawn. If the fund were in the 
red, rates were to be raised (or temporary advances made by the 
treasury); if it had a surplus, rates were to be lowered. 

The “common-fund” arrangement replaced the former out- 
right state guaranty to each of the individual companies and 
substituted, in principle, a users’ guaranty; the users of the rail- 
way services were to provide revenues sufficient to provide the 
common fund with a credit balance. Should economic circum- 
stances prevent the raising of rates to accomplish this purpose, 
the railways might borrow or the treasury might advance the 
required sums, to be repaid within two years. This arrangement 
differed from the “rule of rate-making” in our Transportation 
Act of 1920 in that holders of French railway securities retained 
their guaranteed status, whereas there was no guaranty of a 
certain minimum on American railway securities. 

By the end of 1926 the common fund showed a cumulated 
deficit of 4,940 million francs; the year 1926, however, had re- 
sulted in a surplus, owing to the increase in volume of traffic and 
in rates. The new system was apparently beginning to work. Un- 
fortunately, the results of the years 1927-29 increased the deficit 

* For an account of the Convention and Law of 1921 see Stuart Daggett, Prin- 
ciples of Inland Transportation (New York, 1934), chap. xxxvii. An analysis of the 


Convention and its operation through 1932 is found in H. E. Dougall, “Railway 
Rates and Rate-making in France since 1921,” Journal of Political Economy, June, 
1933, Pp. 289-333. 

? Private companies: Nord, Est, Paris-Lyons-Méditeranée, Paris-Orléans, Midi. 
The last two have been operated together since 1933. State-owned systems: Etat 
and Alsace-Lorraine. 
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in the common fund by over 700 million francs, owing to the lag 
of rate increases behind increasing operating expenses and trans- 
port taxes. A strict application of the Convention of 1921 would 
have resulted in larger rate increases during these years. 

The results of the next three years added to the cumulated 
deficit in the common fund, which amounted to 9,750 million 
francs at the end of 1932. Since rates could not be raised in the 
face of depression conditions, the state had borne the burden, 
borrowing the necessary amounts on long-term credit. The 
common-fund arrangement had broken down. 

The movement to “do something about the railroad situation” 
really began in 1931. The Socialist group in the Chambre began 
to attack the wastefulness of the railways’ management and 
clamored for nationalization. Suggestions of further rate increases 
resulted in a storm of protest from industrial groups. Railway 
management claimed that the Convention had not been applied 
and that the heavy transport taxes prevented them from meeting 
their expenses and fixed charges. But nothing definite was done 
about the railway situation until 1933. 


THE LEGISLATION OF 1933 


The Socialists presented two bills for railway nationalization 
during 1932 and 1933, supporting their arguments with lengthy 
analyses of the railway picture. They claimed that the system 
of concession to private companies represented exploitation of 
the user and the taxpayer. They complained bitterly about the 
wasteful interrelations between railway management and indus- 
try and between the companies and their subsidiaries and affili- 
ates. They pointed to economies which could be obtained through 
complete centralization of management and co-ordination of op- 
eration. The railways argued for rate and fare increases and tax 
reductions and proposed certain changes such as centralized con- 
trol of purchases, more freedom of rate-making, and extensive 
rail-highway co-ordination. In July, 1933, parliament rejected the 
second bill for nationalization and passed a bill which represented 
the first real step toward a practical solution of the railway situa- 
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tion.’ Its most important terms were as follows: (1) two repre- 
sentatives of the state were to become members of the board of 
each company; (2) a joint commission was to supervise all im- 
portant contracts; (3) two of the private companies, the Midi and 
Paris-Orléans, were to be merged for operating purposes; and 
(4) the tax on passenger fares was to be reduced. Thus the way 
was paved for more efficient and economical operation. But the 
basic principle of automatic rate-making was not amended, al- 
though it had clearly failed. 


EVENTS LEADING UP TO “NATIONALIZATION” 


By the end of 1936 the cumulated deficit in the common fund 
amounted to over 26 billion francs. It was expected to surpass 
30 billion francs by the end of 1937. Some progress had been made 
toward transport co-ordination, but the economies derived from 
increased centralization of management had not sufficed to off- 
set the failure of traffic volume to reach its predepression level. 
The pressure for nationalization was renewed. The Blum gov- 
ernment demanded gradual nationalization of the private com- 
panies through the formation of a national company, with con- 
trol shared by the former management, employees, and users. 
At the end of 1936 the Chambre directed the Chautemps gov- 
ernment to submit plans for a complete reform of the railway 
situation.‘ In January, 1937, the forty-hour week was applied 
to the railroads, increasing operating expenses by an estimated 
1,200-1,800 million francs per year. (Personnel expense consti- 

3 For a summary of the proposals leading up to the legislation of 1933, and the 
terms of the legislation, see Dougall, “The French Solution for the Railway Prob- 
lem,” Journal of Political Economy, June, 1934, pp. 385-92. For the best discussions 
in French of the 1933 legislation see C. Colson, “Revue de questions des transports,” 
Revue politique et parliamentaire, September, 1933, pp. 575-78; F. Perroux, “Les 
Chemins de fer et autres modes de transport,” Revue d’économie politique, May-June, 
1934, Ppp. 950-68; M. Peschaud, “La Restauration des chemins de fer et autres 
modes de transport,” Revue politique et parliamentaire, May, 1934, pp. 230-55, and 
ibid., July, 1934, PP. 24-57. 

4 See Perroux, “Les Chemins de fer et autres modes de transport,” Revue d’écono- 


mie politique, May-June, 1937, pp. 1025 ff., for a good account of developments 
during 1936. 
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tutes two-thirds of French railway operating expenses.) In 
April, 1937, the new government indicated that it proposed to 
submit legislation nationalizing the private carriers and raising 
rates and fares. In July, third-class fares were increased 5 cen- 
times per kilometer, and freight rates were raised 18 per cent 
(excepting foodstuffs). During August the cabinet repeatedly 
split on the issue of nationalization. The Radical-Socialists want- 
ed private control under stricter regulation and increased rail- 
highway co-ordination. The Socialists insisted that expenses must 
be checked and that the control of the private companies by the 
leading French families must cease. Finally, on August 31, the 
cabinet, using its emergency power to legislate by decree for the 
last time (Chautemps’s Peoples’ Front government had had three 
months of financial dictatorship), ratified by decree the new Con- 
vention “nationalizing” the private carriers. Thus ended the sys- 
tem of private management which had dominated the French 
railway industry from its beginnings. 


THE TERMS OF “NATIONALIZATION” 
Actually, the terms of the decree of August 31, 1937, and of the 


Convention which it ratified, represent a compromise between 
private ownership, on the one hand, and direct state operation, 
on the other.’ The state will control under the new arrangement, 
but the railroad lines will not be operated as a departmental 
project. The main terms of the decree and the Convention be- 
tween the minister of public works and the seven large systems 
may be summarized as follows: 
1. Ownership of the National Railway Company 
a) A national railway company (Société nationale des chemins de fer 
francais) is created, its charter to expire December 31, 1982. To the 
new company is transferred, as of January 1, 1938, the right to operate 
the lines formerly operated by the five private companies and the two 
state-owned lines. The constituent companies renounce their rights 
under the various concessions, which would have expired between 1950 
and 1960. 
$ The decree and Convention are to be found in Journal officiel (lois et decrées), 
September 1, 1937. They are reprinted in Le Temps, September 2, 1937. The arti- 
cles on French railroads by Charles R. Hargrove in the Wall Street Journal, Septem- 
ber 28 and 29, 1937, present a good summary of the new arrangement. 
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b) The new company acquires all property of the two state-owned lines 


and that of the private companies except their domaines privées (prop- 
erty not involved in railway operation, derived mainly from rein- 
vested earnings). 

The capital stock of the new company (500 francs nominal value per 
share) is divided into 1,391,024 shares of 6 per cent class A stock, ap- 
portioned among the private companies for the purchase of their 
equipment, and 1,447,800 shares of 6 per cent class B stock (51 per 
cent of the total) to be given to the state.© The A stock is to be 
amortized by December 31, 1982, being replaced by actions de jouis- 
sance which, along with unamortized shares, may be distributed to the 
shareholders of the private companies at the end of 1955. In the 
meantime, if revenues and expenses are balanced, up to 20 per cent 
of the annual interest and amortization turned over by the national 
company may be distributed among the shareholders of the private 
companies. 


2. Administration of the National Railway Company 
a) An Administrative Council is created, consisting of three high ranking 


c) 


public officials, including the governor of the Bank of France, twelve 
representatives of the state from the public works and finance depart- 
ments, twelve representatives of the private companies (six repre- 
sentatives of the individual shareholders after 1955), two representa- 
tives of the public, and four of the railway employees. The first im- 
portant task of the Council is to find ways and means of balancing 
revenues and expenses. 
A Managing Committee is created, consisting of the president and 
vice-president of the Administrative Council and eight others repre- 
senting the other groups in the Council. 

Members of the Council and the Comité may not have any interest 
in enterprises which deal with the Company. 
A director-general and other executive officers are appointed by the 
Council. 


. Financial provisions 
a) Each year the Council is to prepare the budget for the Company for 


the following year. After 1938 revenues are to cover all operating 
expenses and fixed charges. If sufficient economies are not produced, 
and actual revenues do not cover budgeted expenses, the Council will 
have to increase or adjust rates. In case of governmental opposition 
to rate increases, parliament is to vote an adequate advance. Ifa rate 
reduction is required, parliament is to vote a grant sufficient to cover 
unearned expenses and charges. 


* Under the former system of concession, the companies had title only to their 
equipment. The right of way was leased from the state. 
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b) Financial equilibrium is to be gained in progressive steps. Operating 
expenses and fixed charges, including bond interest and the statutory 
dividends on the private companies’ stock, are to be fully covered by 
1943. The treasury is to make up the deficit in the meantime, to be 
repaid out of surplus earnings (if any). Excess earnings after the re- 
payment of treasury advances are to go into special reserves and 
also to be applied toward the deficit in the old common fund. 


4. Labor provisions 
a) Railway employees retain their former status with respect to rank, 


pension rights, etc. 
b) Disputes between employees and the Company are to be decided by 
arbitration. 


THE OUTLOOK UNDER THE NEW REGIME 


The change in the French railway situation is less drastic than 
would be the case if the railways had been purchased to be direct- 
ly operated by the state. The plan might better be called “cen- 
tralization” than “nationalization.” The state had a great deal 
of regulatory power under the former system of concessions. It 
will dominate the management of the new company. Also, the 
former private companies retain their legal identity. 

The main hope for improved financial results must be from 
increases in the volume of traffic resulting from increased indus- 
trial activity and increased rail-highway co-ordination. Other 
factors which may make for improvement are: first, the centrali- 
zation of management and the simplification of services through 
the elimination of duplications and, second, the fact that treasury 
advances to the Company are to be included in the national 
budget instead of being raised by public borrowing. This will put 
the problem of deficit operation squarely in the lap of parliament 
and force regular attention upon the railway situation. 

The old common-fund arrangement is abandoned and replaced 
by the pooling of combined results in the accounts of the na- 
tional company; the owners of railway securities retain their 
guaranteed status. The automatic rate-making principle is re- 
tained, that is, financial results are to determine the general rate 
level (in theory). There appears to be no greater hope in this 
respect than the past years have engendered. Budgets cannot be 
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balanced by governmental fiat where economic forces prevail. 
It remains to be seen whether the new administration will be 
more successful in balancing expense and revenue than were the 
former administrations and their co-ordinating bodies, unless 
parliament insists on rate increases instead of treasury advances. 
Rate increases under the new system will be no easier nor more 
popular with the public than under the old. Economies through 
reduction of number of employees or their compensation will be 
more difficult than before. 

One factor may lead to substantial improvement—the develop- 
ment of rail-highway co-ordination which is to be fostered under 
the terms of a decree also signed on August 31, 1937 (see below). 
It is questionable, however, whether co-ordination can produce 
more results under nationalization than it would have produced 
had the same provisions been applied to the railway companies 
as private concerns. 

Until the volume of traffic produces sufficient revenues to cover 
expenses, the French citizens will be carrying the burden of deficit 
operation, through taxes, rate increases, or both. 


Il. CO-ORDINATION 
DEVELOPMENTS TO 1934 


The problem of rail-highway competition has been approached 
in most countries in two ways: first, in a positive fashion, through 
the development of co-ordinated rail-highway services and the 
operation by railroads of bus and truck service in lieu of rail ser- 
vice; second, in a negative fashion, through the regulation of 
highway operators. These two approaches have only recently 
been made in France. Until 1933, France allowed highway car- 
riers (except subsidized passenger carriers and the railway-owned 
subsidiaries) almost complete freedom. In 1932 a co-ordination 
committee representing rail, highway, and user groups adopted a 
plan for division of traffic on the following principles: suburban 
passenger traffic, less-than-carload and passenger traffic of medi- 
um and long distances, and carload traffic, should go by rail, 
the rest by road; in each region the division of traffic should be 
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decided by a committee comprising representatives of the trans- 
port agencies, the users, and the public.’ 

Largely as a result of this action, the Act of July 8, 1933 (see 
Part I, above), directed the administration to take steps toward 
providing the machinery whereby co-ordination could be fostered 
and motor transport more adequately regulated. By a decree of 
December 4, 1933, regulation of rail and highway transport was 
combined under one government department, Direction Générale 
des Chemins de Fer et la Voirie Routiére.* Later decrees in 
December and January provided for considerable flexibility in the 
making of government rail-highway rates and authorized the rail- 
ways to replace rail service with highway service.’ 

The steadily mounting railway deficit, covered by guaranteed 
loans or state advances, created a terrific drain on national credit, 
and forced renewed attention on the rail-highway problem in 
1934. 

THE CO-ORDINATION DECREE, 1934 

The National Economic Council, in its report ‘a February, 
1934, suggested that regional committees should work out region- 
al plans and that a national plan should be developed by a new 
national transport council; the report also urged stricter regula- 
tion of motor transportation, with preference given to rail opera- 
tors in establishing parallel or substitute motor services.’® This 
report, like the later legislation, was based on the recognition of 
the right of the government to regulate public transportation in 
the public interest. The administration finally drew up a decree 
incorporating the main ideas of the report. 

The legislation of April 19, 1934. not only was designed to lay 
the basis for real progress in co-ordination but was expected to 
result in real financial relief for the hard-pressed railroads, and 


7M. Peschaud, “La Restauration des chemins de fer et la coordination des trans- 
ports, Part IV,” Revue politique et parliamentaire, October, 1934, pp. 48-49. 


§'W. Rodney Long, Railway and Highway Transportation Abroad (U.S. Dept. 
of Commerce, Bureau of Foreign and Domestic Commerce, “Trade Promotion 
Series,” No. 155 [Washington, 1935]), p. 90. 


9 Ibid., pp. 82 and 87-88. 
* Peschaud, “La Restauration des chemins ... , Part IV,” op. cit., p. 49. 
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thus reduce the financial burden on the state. In brief, the de- 
cree set up regulations with respect to highway service, rates, 
and schedules; it also provided for a co-ordination committee 
attached to the Ministry of Public Works, consisting of repre- 
sentatives of the railways and the highway operators. This com- 
mittee was to decide on regional agreements between the inter- 
ested parties, and, in case of conflict, an arbitrer was to propose 
to the minister of public works the maintenance, modification, or 
suppression of existing services. The minister was to issue orders 
making the proposition of the arbitrer binding, after which new 
motor services could be created only by ministerial authoriza- 
tion.” 

Some progress was made in the next few months toward the 
working-out of regional agreements.” As time passed, however, 
it became apparent that the existing machinery did not provide 
the financial relief to the railroads that had been expected. Nor 
were problems of national interest dealt with in a broad dis- 
interested fashion. Accordingly, the Chautemps government 
accompanied its “nationalization” decree with a decree defining 
the rules on which the government meant to obtain thorough 
regulation of highway transportation and co-ordination on a na- 
tional scale." 


THE CO-ORDINATION DECREE OF 1937 


It was recognized, in the report which accompanied the co- 
ordination decree of August 31, 1937, that the success of the 
“nationalization” plan might depend in no small degree upon the 
restriction of motor-vehicle competition and the substitution of 
highway for rail service. The main provisions of the decree may 
be summarized as follows: 


1. A Superior Transport Council is created, consisting of 81 members—18 
representing the various transport enterprises, 9 the employees, 27 public 


™ Dougall, “Some Lessons Drawn from European Experience,” American Eco- 
nomic Review, Supplement, March, 1935, pp. 124-25. 

™ For details see Long, of. cit., p. 84, and Perroux, “Les Chemins de fer et autres 
modes de transport,” Revue d’économie politique, May-June, 1934, pp. 48-49. 

% Journal officiel (lois et decrées), September 1, 1937. (The provisions of the 
decree are summarized in Le Temps, September 2, 1937, p. 5.) 
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interests, and 27 the government. It supersedes the Superior Railway 
Council, set up in 1921, and is to be the general advisory body on matters 
of national transportation interest. 


2. Departmental technical committees are to propose plans for the rational 
division of passenger traffic by rail and road, and the substitution of road 
for rail service. After these proposals have been approved by the de- 
partmental councils, they will be submitted to the minister of public 
works, who will draw up the appropriate regulations. Zones of operation 
are to be established for urban and rural, short distance, and long- 
distance carriers. 

3. Truck operators are to be regulated as to service and uniformity of rates. 
They will be required to consolidate into associations or large systems able 
to fix rates and designate routes not unduly competitive to the rail car- 
riers. New road services will have to obtain the permission of the 
minister of public works before commencing operation. The minister 
is to consult the Superior Transport Council on all matters of broad 
national interest. 


THE OUTLOOK FOR CO-ORDINATION 
France now has adequate machinery for the development of 
real co-ordination. If it is properly applied, much unnecessary 
railway mileage shouid be abandoned, cutthroat competition be- 
tween road and rail eliminated, and superior transportation ser- 
vice offered. One danger exists, however. The pressure upon 
parliament to balance the railway budget may lead to the appli- 
cation of the co-ordination machinery mainly for the purpose of 
helping the new national company, at the expense of organized 
motor transportation. Co-ordination is not justified if its purpose 
is merely to aid one form of transportation at the expense of 
others, though this may be one result. Dead capital in the rail- 
road industry should be written off, not protected. But in France, 
railroad securities are guaranteed. The developments in the next 
few months should indicate whether co-ordination in France is 
to be a railway-saving gesture or whether it is to lead to the most 
economical and efficient transportation service possible, regard- 
less of the effect on existing transport enterprises. 

















SOME RECENT ENGLISH BOOKS ON GOVERNMENT 
FINANCE: A REVIEW: 
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University of Chicago 


all of which revisions appeared in 1936, are here subjected— 
somewhat belatedly—to critical review. Stamp’s Fundamental 
Principles retains its original form and has undergone but few changes. 
These have been incorporated in text and notes by the use of brackets, 
so that the reader can easily identify the new matter in this excellent 
volume. The additions, in the main, deal with the sales tax (pp. 84-90), 
the taxation of capital gains (pp. 92-93), the varying attitudes in 
different countries toward tax evasion (pp. 119-20), and the major 
developments since 1920 in Great Britain, Germany, and Holland, in 
taxation for nonfiscal purposes (pp. 200-203). Few significant develop- 
ments since the printing of the previous edition escaped the attention 
of Sir Josiah. Singularly, he does not mention the “token” money or 
“aluminum currency” used in connection with many state sales taxes 
in the United States, although he does observe the use of schedules and 
prepaid receipts and comments upon the petty annoyances connected 
with retail-sales taxes. All of which confirmed his previous views, for 
“the characteristic defects of the tax worked out in theory twenty 
years ago have all been justified by experience, and few surprises have 
emerged” (p. 89). Incidentally, these sentiments are shared by Dalton 
(p. 112), but not by Shirras, who regards sales taxation as a desirable 
complement to the progressive-income tax (p. 619). 
In connection with the discussion of death duties, Stamp repeats 
the observation contained in his earlier edition that “opinion in the 
United States has hardened to the view that a federal inheritance tax 


Roars of three notable British works on public finance, 


*Sir Josiah Stamp, The Fundamental Principles of Taxation: In the Light of 
Modern Developments. Rev. ed. London and New York: Macmillan Co., 1936. 
Pp. xiii+220. $4.00. 

Hugh Dalton, Principles of Public Finance. oth rev. ed. London: George Rout- 
ledge & Sons, Ltd., 1936. Pp. xvi+323. 5s. 

G. Findlay Shirras, Science of Public Finance. 3d ed., completely revised and 
rewritten. 2 vols. London and New York: Macmillan Co., 1936. Vol. I: pp. xliv+ 
520; Vol. II: pp. xxii+626. $12.50. 
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is an unwise and improper encroachment by the federal government 
into a just and proper field of State taxation” (p. 136). The reviewer 
doubts very much whether this ever was the weight of opinion in the 
United States. At the time of the original edition of The Fundamental 
Principles, the federal estate tax was being opposed because it was a 
success. Moreover, self-appointed lobbyists were going about the coun- 
try collecting funds from large corporations and wealthy taxpayers 
to foment the opinion referred to by Stamp and to induce Congress 
to vacate this field. As subsequent events demonstrated, only the 
refusal of Congress to repeal the estate tax and the introduction of 
credits for state taxes effectively stopped the attempts of Alabama, 
Florida, and Nevada to undermine the death duties of sister-common- 
wealths. In the last decade it is evident that such feelings of resent- 
ment toward federal “encroachments” have subsided, save perhaps 
on the part of a few die-hard champions of “states’ rights.” 

The changes in Dalton’s Public Finance are designed primarily to 
bring this excellent work down to date. New tendencies and develop- 
ments are recognized and incorporated, for the most part, through 
minor textual revisions. A new and highly discriminating chapter 
(chap. xxvi) has been added on “Balancing the Budget.” Here the 
author explodes a number of fallacies, particularly the one that an 
unbalanced budget leads necessarily to inflation (pp. 190, 305), and the 
one that in depressions a government should balance its financial pro- 
gram by unbalancing, through heavier taxation, the budgets of private 
individuals (pp. 308-9). Dalton believes, too, that “from the point of 
view of balancing the budget, a moderate measure of inflation has 
much to commend it” (p. 307). Elsewhere throughout the book con- 
siderable attention is given to other aspects of cyclical fiscal policies. 
The relationships between monetary policies, taxation, and public ex- 
penditures are pointed out in more detail than in the previous edition 
(chap. xv). Repeated emphasis is also placed upon the fact that in 
depressions public revenues tend to shrink earlier and more rapidly 
than public expenditures (pp. 189-90, 306-7). The fall in prices, it 
is pointed out, “diminishes public revenue from almost every source”’ 
(p. 306), for price levels bulk large in the bases on which many taxes 
are imposed. Diminished rates of production also decrease the yields 
of other imposts. In the case of income taxes, however, not only do 
reduced incomes lead to smaller yields, but, as Dalton so clearly indi- 
cates, the progressive rate scales cause the revenues to fall “more than 
in proportion to the fall in income” (p. 306). The receipts from public 
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industries are seen to involve further cyclical variations. On the other 
hand, some of the relief to the expenditure side of the budget from price 
and wage reductions is offset by the continuance of fixed-debt charges 
and a rise in the cost of unemployment relief. “Expenditure, in short,”’ 
says Dalton, “is much more rigid than revenue” (p. 307). This has 
a tendency to make deficit financing unavoidable over some periods, 
and may contribute to the realization of surpluses in others (p. 307). 

The role of public works is also carefully considered. The effects of 
various financial policies are noted, and the possibilities of substituting 
—in larger measure—public saving for private saving, are not ignored. 
Dalton sees little difference—from the point of view of distribution— 
between financing public works via taxation which “creates no new 
private investment income,” yet provides capital assets “free from 
any interest charge in favor of private persons,”’ and financing the 
program by borrowing from publicly owned banks “‘so that no interest 
on the loans is paid to private persons” (p. 233). It appears to the 
reviewer that the distributional effects may be different in the above 
circumstances, depending in large part on the amount and forms of 
taxation involved under the alternative plans. Let us suppose, for 
example, that $5,000,000,000 is needed to defray the cost of an annual 
public-works bill. The government, by hypothesis, can raise this sum 
by taxation, but the rates of taxation selected will probably be highly 
progressive, rather than regressive, in character. If the same amount 
is borrowed from a bank, the annual costs to the government will be 
less than if the $5,000,000,000 were raised at once via taxation. The 
smaller the sums to be raised by taxation, probably the less progressive 
the rates are likely to be. Financing by way of loans thus decreases 
the degree of progression required in the fiscal system. The distribu- 
tional effects consequently differ regardless of whether the interest 
payments to the bank are payments to the public itself via a govern- 
ment-owned bank, or whether they are payments to private banks and 
investors. It is, of course, possible to raise $5,000,000,000 from a re- 
gressive-sales tax, but as revenue requirements grow in amount they 
tend to be raised under a “‘good’’ tax system by progressive rather than 
regressive rates. If the amount supposedly required to finance public 
works is not large enough to warrant highly progressive rates in fact, 
then the sum needs only to be increased. On the other hand, if the 
bank creates the deposits with which to make a huge government loan, 
and this inflationary measure produces an increase in prices, the result 
so far as the public is concerned is little different from a sales tax. 
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The public is taxed as it spends, through higher prices for goods and 
services. When loans are made from idle bank funds, or when indi- 
vidual savings are tapped, no inflation with its hidden taxes is involved. 
The distributional consequences of taxes and loans, therefore, may be 
quite different. However, to the extent that the sums needed require 
no special taxes or changes in rates regardless of whether taxes or 
loans are used, the distributional differences do tend to disappear. 
Whether the government directly could substitute issues of paper 
money for bank loans was not considered, although the possibility of 
supporting loans by new issues of paper money was mentioned (p. 190). 

Public works, in addition, are preferred to doles, for “‘a small increase 
in expenditure, as compared with what would be required to maintain 
the unemployed in idleness, may result in a comparatively large in- 
crease in employment and in production” (p. 237). In this connection 
Dalton says that it will pay a public authority to employ labor “if 
the value of his work will not be less than his wages minus the cosi to 
the authority of maintaining him and his dependents when he is unem- 
ployed” (p. 237). That is, it will pay government to employ him when- 
ever the value of his work is more than the dole. This would seem to 
be true, assuming that the value of work can be measured, if the gov- 
ernment has a choice between the payment of wages or the payment 
of a dole. But if the dole must be paid as a minimum, will it not pay 
the government to employ the laborer at the dole rate whenever his 
work has any value? This would make all relief a form of work relief. 
Yet, whenever the value of the work exceeds the dole, the payment of 
true wages might well begin, subject to qualifications bearing on the 
willingness of relief clients to resume private employment. Perhaps 
this is more of a problem for social workers than economists; Dalton 
should not be criticized for ignoring it. 

The viewpoint of Dalton on the repudiation of public debts seems 
to have been revised since the former edition of his text. Whereas in 
the earlier work, there is, ‘on economic grounds alone, a strong case 
against repudiation” (6th ed., 1930, p. 260), the case is now only 
“strong prima facie” (p. 266). This case weakens, the author points 
out, with the lapse of time; new lenders enter the market, and “the 
government, which repudiated old debts years ago, may, if it pays 
new debts faithfully, regain the good-will of its neighbors. It is not 
obvious, nearly twenty years after the event, that on the long view, 
the Soviet Government was not wise in its early repudiations”’ (p. 266). 
But it should be remembered that although rage mellows with the 
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passage of time, and a new crop of lenders is produced each generation, 
legal requirements for safe investments seem to change less frequently. 
For example, investments for savings banks and trusts under Massa- 
chusetts or New York law are long closed by defaults and repudiations. 
The Council of Foreign Bondholders, in London, still blacklists the 
southern states which repudiated debts of carpetbag governments. 
This action has had little effect on the credit of the states concerned, 
the reviewer believes, because a new market (domestic) for funds ap- 
peared and the record of the repudiating states since then has been 
relatively good. Nor have these states had to resort to the London 
market for funds. To the extent, therefore, that repudiation does not 
produce permanent credit scars, new lenders seem to replace old ones 
in the market, and present intentions plus future prospects of repay- 
ment seem to be more important than the past histories of borrowers. 
What effects, if any, the past repudiation had on credit ratings will 
be visible when southern states, or Russia, have to float loans in the 
London market. The price of repudiation to the government can then 
be calculated. If, however, the act of repudiation tends to cause a 
shortage of private capital seeking investment in the country, or an 
increase in the rate of return on capital sufficient to cover such risks, 
the incidence and ramifications of repudiation may extend beyond the 
governmental field. Many debt readjustments, such as scaling of 
principal, compulsory interest reductions, or forced conversions, are 
viewed rather sympathetically by Dalton as attempts to make public 
creditors “share in the sacrifices imposed on other classes” (p. 267). 
Some of these measures might be avoided—and economic conditions 
might be stabilized to some degree as well—by the author’s suggestion 
that new public debts be issued with provisions for varying the interest 
rate in accordance with trends in the general rate of interest or in the 
general price level (p. 248). 

In connection with the taxation of incomes, a note on incidence is 
modified. The principal change is the insertion of the statement that 
“income tax is not a cost of production, but a cost of success in busi- 
ness. It no more ‘enters into costs’ or ‘imposes a burden on industry’ 
than does a business man’s expenditure on consumption” (p. 82). 
However, this is not true for investments involving risk. In such cases 
a portion of the income is a premium for risk assumption and must be 
distinguished from pure income, a thing which the revised statement, 
as well as many tax laws, fails to do. The argument that there is 
negligible elasticity of supply of resources subjected to a general income 
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tax is limited in the newly revised edition to “the short run at any rate”’ 
(p. 83). It would seem, however, that there is more elasticity in the 
short than in the long run. Hoarding, for example, is a factor which 
may affect this elasticity in the short run, but which seldom figures 
in long-run calculations. With a credit note to Mr. Kaldor of the 
London School of Economics, Dalton introduces the idea that income- 
tax credits may be used to reduce unemployment (pp. 160-61). Em- 
ployers could be given a credit against their income tax for each em- 
ployee—the more they hired the greater the tax reduction (pp. 160-61). 
The reviewer wonders if this scheme is not based on the assumption 
that the income tax is a cost, which the author, as we have seen, had 
previously denied. It was suggested by the author of the plan that 
losses in revenue to the government from these credits could be offset 
by increases in the rate, with a resulting redistribution of burden ac- 
cording to volume of labor hired relative to income earned. Apart 
from the fact that such differentiation in the rates of income taxation 
can be employed to subsidize re-employment, there is little to be said 
for the plan. Direct subsidies, too, would be far better. The author, 
however, correctly recognizes the practical limitations in the proposal 
(p. 161). The argument of De Marco that proportional taxation of 
incomes is required because benefits to citizens from governmental 
activity are proportional to income is denounced by Dalton as false. 
“In general, the benefit to individuals is simply unascertainable” 
(p. go). All these and other changes, in short, have increased the value 
of Dalton’s Public Finance. It is one textbook that should be read by 
every student. 

The third book under review—Shirras’ Science of Public Finance— 
is the only two-volume textbook in the field in the English language. 
The first edition, in one volume, contained 610 pages of text, 55 pages 
of statistical appendixes, and 18 pages of index; the present work con- 
sists of 1,068 pages of text, 36 pages of statistical appendixes, and 37 
pages of index. It is a complete revision of the former edition—more 
facts, more description, more quotations, all after the pattern previ- 
ously set. There is no Bibliography, but a chapter on “The Develop- 
ment of Modern Financial Theory” describes the literature in the field. 
(The same omission characterizes Dalton’s book, but a “Note on 
Books” directs attention to the works deemed by the author to be 
most worth while.) Moreover, references throughout the text are 
meager in the extreme. Authors are quoted without name or place, 
quotations are incorporated without reference, and opinions are cited 
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without identifying the source. (See, e.g., pp. 182, 217, 218, 317, 593, 
595, 599, 724, 75°, 759, 778, 779, 815, 830, 846, 953, and 971.) This 
does not apply to the works of Adam Smith, which are more liberally 
quoted than before, even to the extent of imagining what he would 
say today (p. 608), or to the report of the Colwyn Committee, which 
deservedly is often referred to by way of closing the discussion on 
numerous points. But this notable report is incorrectly designated in 
the Index. Both text and notes frequently omit reference to notable 
works. For example, the history of local taxation in England omits 
all reference to the famous work of Cannan; the English struggle for 
the control of the purse is illumined by no citations whatever; only in 
the classification of debt does Jéze receive recognition, although in 
the discussion of “modern financial theory” his Science des finances 
alone is labeled a “standard work’’; the vast literature on the property 
tax is not cited. Shirras is content here to refer only to Lutz, Public 
Finance, and Munro, Principles and Methods of Municipal Adminis- 
tration (pp. 739 ff.). In discussing the fiscal aspects of the post office, 
only Buxton, Finance and Politics, and Adams, Science of Finance, 
are cited. “Scientific’’ assessment methods are not described beyond 
a single sentence limiting their application to New York City (p. 741), 
nor is the literature in this field mentioned. On the other hand, con- 
siderable space is wasted throughout the book referring to single in- 
stances or to experiences that prove nothing (p. 543). Many general- 
izations resemble those found in chamber-of-commerce pamphlets (pp. 
68, 146, 175). The first volume contains many counsels of perfection 
(pp. 68, 69, 76, 143, 153). 

The chief characteristic of this work, beside its length, is the em- 
phasis upon mere facts for their own sake. The practices and laws of 
many countries are briefly described. For a bird’s-eye view of the 
comparative fiscal practices of many nations the book is outstanding. 
Its usefulness here should not be overlooked. On the other hand, 
theoretical analyses are lamentably short and infrequent. This work 
can have little appeal, therefore, to students beyond the introductory 
courses. No better example can be cited than chapter xxxix, “Legisla- 
tion or the Voting of the Budget,” which is little more than a dull 
account of the stages by which a budget goes through the legislature, 
although forty pages are devoted to it. The logic of the author’s alloca- 
tion of space to topics can hardly be comprehended. Important and 
unimportant topics often receive the same emphasis. For example, 
three pages are devoted to hoarding (pp. 781-84); over one page is 
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given to robberies of the Exchequer in 1303 and 1729. The taxation 
of surplus, by way of contrast, is disposed of in one page with no 
reference to the contributions of Hobson or Pigou (pp. 590-91), al- 
though a few pages further on windfall taxes are given twenty-seven 
lines of discussion (here Pigou is cited). Poll taxes are given about as 
much space (a little over 5 pages) as the taxation of corporations (ap- 
proximately 7 pages). 

Shirras leaves no doubts as to his stalwart position on budget bal- 
ancing. It is the cardinal principle of public credit (pp. 12, 788). More- 
over, “no sacrifice is too great in order to secure budget balance” 
(p. 12)—this even in time of depression (p. 68). And what is said 
about public expenditure rests in large part upon the notion that it 
ordinarily is unproductive. “If the strictest financial orthodoxy is fol- 
lowed, all expenditure, normal or abnormal, should be met from current 
revenues except in regard to productive undertakings” (p. 102). And 
“productive debts” are viewed as those which yield interest and amor- 
tization costs. This point of view is buttressed also by the attempt to 
apply the tenets of private business to the conduct of certain govern- 
ment departments as well as to commercial undertakings (pp. 1309 ff.). 
Nor is borrowing to be regarded as a short-cut to prosperity (p. 102); 
in the main it appears to Shirras to be dangerous (p. 786). Unbalanced 
budgets, in his mind, lead to inflation (pp. 794-95). That budgets 
might appropriately be balanced cyclically he does not consider. He 
refers in so many places to the necessity for budgetary equilibrium 
that it appears to be a fetish. The writings of Dalton are a refreshing 
contrast to these discussions. 

Similar notions pervade the treatment of public debts by Shirras. 
These are so defined as to include only voluntarily assumed obligations. 
Forced loans, indemnities, and issues of inconvertible paper are thus 
excluded (p. 777). While war debts are regarded as public debts, they 
are necessarily different (p. 778). They are regarded as part of the 
waste of war (p. 778) and should have been promptly canceled (p. 833). 
Indeed, the postwar international debt policies coupled with the ham- 
pering of international trade, particularly the refusal to accept goods 
and services in payment of war debts and reparations, are suggested 
as “main causes” of the recent world-economic-depression (pp. 826- 
27). Shirras believes sinking funds to be the best method of debt re- 
tirement (pp. 164, 186, 859) because of the strong tendency to reduce 
taxation and otherwise spend budgetary surpluses. On the other hand, 
it seems to the reviewer that it may be argued with almost equal 
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validity that the creation of sinking funds may tend to retard debt 
retirement. The creation of a sinking fund merely provides a minimum 
though periodic retirement allowance. When such a provision is made 
the legislature and the finance minister may feel that the problem of 
debt retirement has been solved and that efforts to produce budgetary 
surpluses for debt retirement may be relaxed. Thus, what was intended 
to be a minimum retirement may, in fact, become the maximum pro- 
vision for debt reduction. Moreover, if the sinking fund is maintained 
as an accumulation or endowment, its very presence is an inducement 
for treasury raids—a possibility which Shirras recognizes (p. 859). 
Moreover, the author correctly calls it “‘a snare when it is not carefully 
managed” (p. 854). In such cases the sinking fund may bring about 
no reduction at all in the debt, or a diminished rate of reduction de- 
pending on the extent of mismanagement or on the success of raids. 
These latter difficulties can be avoided by open-market purchases of 
debt obligations with sinking-fund monies, or by the issuance of serial 
bonds. In all cases, however, the budgetary surplus still remains the 
ultimate factor in debt reduction rather than the sinking fund per se. 
It seems to the reviewer, therefore, that, all things considered, the 
best policy of debt reduction is through the direct application of sur- 
pluses rather than through the creation of sinking funds. 

Internal unproductive debts are seen to involve a transfer of pur- 
chasing power within a country (p. 813)—internal productive debts 
would do the same thing—but heavy taxation for debt and amortiza- 
tion “‘may interfere with the productive powers of the community” 
(p. 813). The debt, according to Shirras, immediately uses up the 
country’s resources (p. 814); the taxation for payment does the same 
in the future. But it may be asked, is the wealth lost, or merely trans- 
ferred? If the latter, where is the interference with production? The 
repayment, moreover, may be from forced savings with attendant ad- 
vantages for increased production. But further on in the text when 
the repayment of debts is discussed, Shirras correctly points out that 
sums applied to debt payment do, in fact, become available for industry. 
Accordingly, the dislocatory effects of taxation are exaggerated. It is quite 
possible for a considerable volume of savings to be transferred by the State 
from taxpayers to debt-holders without dislocating industry in any way. It 
is erroneous to think that the repayment of public debts tends to impoverish 
a nation or retard its industrial development [p. 853]. 


The discussion of the shifting and incidence of taxation by Shirras 
also leaves much to be desired. The analysis is extremely general and 
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for the most part does not include the qualifications or limitations 
necessary for the accurate statement of incidence theory. Contrasted 
with the misinterpretation of Pareto, accompanied by charts and dia- 
grams (pp. 508-18), the discussion of incidence is illumined by no 
graphs to facilitate accurate supply-demand analysis. Too frequently 
the author simply soliloquizes in this vein: ““The duty on cheques falls 
on the person drawing the cheque, and is always borne by him unless 
it can be passed on in some business transaction” (p. 677—Atalics my 
own). The author’s concept of incidence is often based on short-run 
considerations characterized by frictional maladjustments and before 
prices or shares in distribution have reached an equilibrium after the 
imposition of the tax. “When taxes on buildings and on the gross rent 
of the house are levied on the occupier, the incidence usually is on the 
occupier and not on the owner” (p. 367). Where the burden ulti- 
mately must rest depends on the supply of houses relative to demand, 
but Shirras does not mention supply (p. 368) until after many less 
important things have been mentioned, and then without reference 
to elasticity of demand. Likewise, he has the notion that as between 
landlord and occupier, or between vendor and vendee, it makes some 
difference on whom the tax is imposed (pp. 368-69), a consideration 
of moment only in the short-run discussion. (This, as well as short- 
run incidence, is recognized on page 371.) In discussing the incidence 
of taxes on profits he says in two places that profits are residual (pp. 
375, 376), and in another that a general-profits tax will be shifted 
“where prices are rising rapidly and the demand for goods is great” 
(p. 376). 

The definition of “demand” adopted by Shirras would satisfy no 
student of Marshall. Any decrease in purchases in response to a price 
increase is considered to be a change in demand (pp. 353, 356, 361, 
362). In discussing taxes on monopolies he deals largely with cases of 
elastic demand (p. 356), and in vague terms, without making the 
definite assumptions requisite for the drawing of accurate conclusions. 
And, where monopolists or landlords are not exacting full monopoly 
prices or full economic rent before the imposition of a tax, subsequent 
increases to yield full returns are regarded as tax-shifting (pp. 356, 
365). The tax may contribute the occasion or the incentive to exact 
full economic returns in such circumstances, but the tax certainly is 
not shifted. This seems to be more than a mere matter of words. 
Uniil the full economic rent is exacted, or until the profits of a monopo- 
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list have reached their highest point, upward price adjustments, re- 
gardless of their occasion, cannot properly be termed tax-shifting. 
Sooner or later those so situated could exact full economic returns for 
their services to production, and until that is done it is impossible to 
distinguish the price readjustments (prompted by the tax or anything 
else) from pure economic rents or from monopoly profits. To argue 
otherwise would be to say that forward tax-shifting is possible, (1) 
in the case of land taxes where full economic rent is not being charged, 
and (2) in the case of taxes on monopoly profits where the full economic 
profit is not being taken. Such an unstable situation scarcely fits into 
an incidence analysis dependent on long-run conditions. Moreover if 
taxes were shifted forward (under the Shirras analysis), they would 
disappear immediately, for after “shifting” the landlords would be 
taking only the amount of the true economic rent while monopolists 
would be charging no more than enough to give them their full monop- 
oly profits. Forward tax-shifting under such circumstances is an illu- 
sion. 

The same point must be in the author’s mind when he discusses 
export duties, for he advises their use sparingly for revenue and sug- 
gests that they be “imposed to a moderate degree only on those articles 
in which the taxing country possesses a monopoly or quasi-monopoly” 
(p. 623). This advice would seem to be significant from the point of 
view of the producer only if monopoly were absent. If the supply is 
monopolized the effect of the tax on price depends, among other things, 
on the form of the tax, the elasticity of foreign and domestic demand, 
relative costs of production, etc. The resulting price cannot be gen- 
eralized in the absence of essential data. If the good subject to export 
duty is competitively produced for a world-market, its price tends to 
be fixed there, thus causing an export duty to fall ordinarily on the 
producer. In this case the advice of Shirras to use them sparingly is 
significant. But when it is suggested that the articles to which such 
duties be applied be limited to those produced by monopolies, he seems 
to imply a belief in the forward shifting of these duties. In the case 
of import duties, Shirras says, “the imported article usually rises in 
price to the full extent of the duty” (p. 357). Whether this happens 
depends also on the state of competition, the character of the market, 
the mobility of. capital and labor, elasticity of demand, relative costs 
of production, the form of the duty, and other factors. On the whole, 
the treatment of incidence problems leaves much to be desired, but, 
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of course, the same thing can be said for other textbooks in the field, 
though of the authors under review Dalton is to be commended for 
his analysis. 

Income, luxury, and certain other taxes are deemed to be desirable 
by Shirras because they tend to offset or to correct regression in other 
parts of the fiscal system (pp. 265, 614). This is both a useful tool for 
finance ministers to employ to justify new taxes and a sop to their 
consciences for the injustices inflicted by other revenue measures. It 
is high time that the notion be exploded that one tax (a good one) can 
compensate for the damage of an unjust impost inflicted on other tax- 
payers. The taxpayers damaged surely gain nothing short of a sort 
of doubtful vicarious satisfaction in seeing their more fortunate fellows 
heavily taxed. How does that repair the damage to the poor or to the 
victims of regression? It is not necessary, of course, that the same 
taxation devices be employed in taxing different economic groups. 
The important fact relates to the effective rates on each group, inci- 
dence considered. If, however, the effective rates on the poor are re- 
gressive, the economic consequences as to them of such taxation are 
not offset or compensated by the progressive taxation of some other 
group of taxpayers. Perhaps that is not so important to Shirras, since 
he believes that most of the benefits of government go to the poor 
anyway (p. 304), and that productivity in a revenue system is more 
important than justice! (Pp. 224, 490). Yet, in spite of this, he says 
that the spread of graduation in taxation is “the natural result of the 
marginal theory of value” (p. 303). This is scarcely the explanation 
of the degree of progression found in the modern state. 











TWO ECONOMISTS ON SOCIALISM: 
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ROFESSOR PIGOU, in one hundred and forty rather loosely 
Posse pages, has endeavored to expound the problem of so- 
cialism versus capitalism at the level of general university lec- 
tures. (He explains that the lectures were never delivered orally be- 
cause the exposition did not break into units of appropriate length.) 
To readers of this Journal it will be unnecessary to state that the 
author has done a good job; the argument is logically arranged, main- 
tains an excellent balance between fact and theory, and is presented in 
attractive as well as clear stylistic dress. After a brief introductory 
chapter the two chief socialistic objections to the present industrial 
system—namely, the inequitable distribution of wealth and income 
and the wasteful allocation of productive resources—are taken up in 
order. Chapter iv, on “Unemployment,” deals with the cycle problem, 
comparing the two types of economic system from this standpoint. 
The following four chapters deal with the main problems of organiza- 
tion connected with socialism itself—profit and efficiency, incentive, 
allocation of resources through central planning, and “problems con- 
nected with the rate of interest.” In all cases the author takes the 
standpoint of common sense and economic orthodoxy rather than at- 
tempting to break new ground for the specialist in economics. Hence 
the details of his analysis need not be considered critically here. What 
I feel moved to say about the theoretical problems will be noted in 
connection with Mr. Hall’s scientifically more important book, and 
repetition will thus be avoided. The main sharp difference of position 
which might be noted has to do with the theory of interest; Professor 
Pigou accepts the Austrian production-period theory of capital, which 
I am convinced rests upon assumptions bearing little relation to the 
facts. 
The position finally reached is not unfavorable to socialism. But 
the author begins his brief concluding chapter by emphasizing the in- 
*A. C. Pigou, Socialism versus Capitalism. London and New York: Macmil- 


lan Co., 1937. Pp. viit+-139. $1.75. 
R. L. Hall, The Economic System in a Socialist State. London and New York: 
Macmillan Co., 1937. Pp. xvi+263. $2.75. 
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adequacy of the considerations he has set out to determine a citizen’s 
decision as to which way to vote between capitalism and socialist cen- 
tral planning. The reason given is that both socialism and capitalism 
present a wide range of possibilities as to form and detail. In his last 
paragraph he says that if it were in his power to direct his country’s 
destiny, he would accept for the time being the general structure of 
capitalism and would modify it gradually. The modifications indicated 
run along the well-known lines of liberal reformism—differential taxa- 
tion, especially ‘death duties”; more expenditure on public health and 
education, intellectual and moral (my italics); regulation of monopo- 
lies, with socialization of aggravated cases, etc. At this point he would 
resign his dictatorship, recommending to his successor that he continue 
along the same line, with the emphasis that “gradualness implies ac- 
tion, and is not a polite name for standing still.” 

Of greatest interest to the reviewer in connection with this work and 
with economically competent discussion of its problem by economists 
generally is the statement of the case in a way which results in re- 
stricting the discussion so as to preclude treatment of the essential 
issues. In the first place, the general social problem is regarded as es- 
sentially, if not exclusively, economic—a matter of the effective or- 
ganization of “production” and equable distribution of its fruits. There 
is practically no reference to the intrinsic social] and “life” values at 
stake in the nature of organized co-operation itself, “economic” or 
“political,” or simply “social,” recreative, cultural, and the like. After 
careful reading of the book I cannot recall any reference even to indi- 
vidual liberty as in itself valuable. In the second place, the author as- 
sumes that under socialism control will be effectively concentrated in 
the hands of some central authority with the utmost competence and 
good will for promoting the recognized objectives—economic efficiency 
and justice. As noted, the conclusion also refers to the “characte. of 
the people,” but with no indication that this means more than moral 
fitness for operating a co-operative economy, implying, surely, a large 
emphasis on docility; the reference in the same sentence to Soviet 
Russia as a model is not reassuring. There is no suggestion of the ques- 
tion of the character of the controllers! Moreover, there is no recogni- 
tion of the problem as to how far it is even theoretically possible to 
“centralize” control, how far any man, or any group of men maintain- 
ing an effective interchange of knowledge and ideas among themselves, 
can know what is going on in all the corners of a modern national 
economy, to say nothing of effectively directing operations. Finally, 
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entirely unbroached are the essential political problems of how to get 
men of the utmost possible competence and good will into actual 
charge of the economic order, and what degree of success in so doing is 
reasonably to be expected on the part of a “society,” presumably a 
nation, assumed to be committed to the project. 

Thus Professor Pigou, like the authors of books on planning in 
general, makes no effort to call attention to what general considera- 
tions in recent history unite in indicating to be the fundamental 
menace of socialism or collectivism. That is: that, on the one hand, a 
collectivist regime would be a dictatorship, regimenting the entire 
social and cultural life under its jurisdiction, and leaving people prac- 
tically no “private lives.”’ (It is reasonable to suppose that the actual 
human beings in charge of the system would have to adopt this course 
whether they wanted to or not; and will anyone argue that those who 
would gravitate into positions of such power would be persons who 
would abhor the exercise of power beyond the carefully considered 
necessities of the situation?) On the other hand, both theory and cur- 
rent experience warrant the gravest doubts as to whether the human 
group in command of a collectivist economy would make any serious 
effort to find for social-economic problems solutions of the form taken 
for granted by Professor Pigou and other liberals. They suggest rather 
that the “leaders,” in order to maintain social] unity and their own 
power, would set up as their objective the cultivation of some kind of 
group-mindedness—meaning mob-mindedness—and would do this by 
the natural method of directing public attention to some romantic 
adventure, presumably some “crusade” against “enemies,” internal 
or external. 

Mr. Hall’s book is of more serious interest to economists than is that 
of Professor Pigou. It is an important book for anyone interested in 
theoretical—or, as I should prefer to say, “analytical’’—economics, 
whether or not he is particularly concerned with the problems of col- 
lectivism as such. (I should also regard it as an improvement in ter- 
minology to use the term “collectivism” where the problems of eco- 
nomic organization in a mechanical sense are in question, and “so- 
cialism” to suggest the more philosophical issues of ethics and social 
relations; I do not understand Mr. Hall’s reference to socialism as one 
form of collectivism [p. 42].) Indeed, the discussion of the economic 
problems of collectivism, which has received so much attention of late 
(thanks largely to the stimulation of the arch-anticollectivist Profes- 
sor von Mises, after its strange neglect by socialists themselves), is 
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turning out to be an effective method of focusing attention on the gen- 
eral problems of economic analysis; it is already responsible for some 
progress in the formulation of theoretical concepts with greater ac- 
curacy and relevance. In this book we not only find unusually sound 
and penetrating economic theory in the technical sense; in addition, 
the work is sprinkled with penetrating common-sense observations 
about the probable workings of economic arrangements as affected by 
“human nature.” A reference by the author to industrial experience 
may help explain this phase of his achievement. As to sound economic 
theory, I should make a reservation as to too much leaning toward the 
Austrian position on capital theory, though without such explicit in- 
dorsement as Professor Pigou gives. And it should be noted in par- 
ticular that Mr. Hall recognizes marginal alternative cost as the uni- 
versal controlling principle for the allocation of resources. But, again, 
he does not recognize the factor of relative occupational preference, the 
element of reality underlying the pain cost of classical tradition, and 
does not show how to deal with the speculative element in the change- 
in-capital-assets element in cost. 

One of Mr. Hall’s general observations, which I think should have 
been made earlier and much more pointedly, is to the effect that social- 
ists regularly assume that there will be a revolution in men’s characters 
as soon as they find themselves working for the community (p. 99). 
Three remarks seem to be in order. For people really looking for facts 
in regard to the pro’s and con’s of socialism, consideration of the his- 
tory of producers’ co-operatives and experimental utopias, where the 
small size of the group is favorable to this hypothesis, would seem to 
dispose of it. In the second place, reflection on the possible concrete 
mechanisms and procedures of collectivism on a national scale must 
surely raise doubts as to whether the conditions would be much more 
favorable to the ordinary worker’s feeling himself to be an agent and 
servant of the community than is true under the enterprise economy. 
Here, of course, he is really working for the consumer of his products, 
or for himself—according to the point of view—rather than for his 
boss, or for any of the various owners, in various senses, for whom the 
man who hires and directs him is working. The psychology of what 
men feel to be the interests—goals or goads—which impel them to 
action is of the heart of the problem of organization as a practical 
matter of social policy. 

Third, it is also important from a methodological standpoint to 
observe that the introduction of any such hypothesis, if it is taken 
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seriously, puts a stop to discussion at the start, reducing anything that 
can be said on either side of the question to the character of dogmatic 
assertion. Only in so far as we can assume that human beings will be 
essentially the same, that their behavior will be the same as in the 
known past under the same conditions, and will vary in the same way 
under different conditions, can we infer anything whatever about be- 
havior after any change in conditions. And reflection on the unalter- 
able conditions of life and of economic organization aimed at satis- 
fying human wants—on what is really and finally “given”—will also 
make it clear that neither the physical nor the social conditions under 
which the plain man works can be very greatly changed unless the 
technology employed in modern civilization is discarded in favor of 
relatively primitive processes, or is revolutionized in some unpre- 
dictable fashion. Socialists themselves are especially given to em- 
phasizing the fundamental similarity between the conditions of work 
in the large corporations which have become characteristic of modern 
enterprise economy and those of government service—when it suits 
their propaganda purposes to do so. 

Before leaving this topic of the more general postulates for reasoning 
on such problems attention should be called to a fundamental fallacy 
in a position taken as self-evident by Mr. Hall on the first page of his 
text. He says that “there is no such thing as a rational course of action 
and the word rational should only be used of actions with respect to 
astatedend..... ” Tt is a common fault of thinkers brought up in the 
utilitarian tradition not to recognize that acceptance of any such 
proposition (de gustibus non disputandum) also puts an end to discus- 
sion. If men cannot discuss purposes (which is even more expressly 
said in the sentence preceding the one quoted), it is obvious that they 
cannot discuss plans of joint action or even common rules for indi- 
vidual action involving any interrelationship among individuals, and 
any such notion as a “rational”’ social ideal or social policy is ruled out 
from the start. No discussion can be conducted either in sentences be- 
ginning, explicitly or implicitly, with the words “I want,” or in sen- 
tences which merely assert facts. If “there cannot be any univer- 
sality about propositions involving purpose,” i.e., propositions relating 
to what ought to be rather than what is, there is no such thing as dis- 
cussion of plans of action at all. 

In the economic-theory content of the book the most important 
feature is the way in which the author proposes that the socialist 
government should meet the crucial and interconnected problems of 
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money, of capital-accounting, and of control. He is undoubtedly cor- 
rect in stating that “the great advantage of the socialist state over the 
capitalist one is that .. . . there need be no dislocation of production 
because of monetary causes” (p. 172), and “hence the trade cycle 
should be non-existent” (p. 177). But this statement should be hypo- 
thetical and not assertive; this is the main advantage which it seems 
reasonable to expect from the collectivist state, and the main problem 
of collectivist economics is to show how it would be achieved, and to 
confirm the validity of the expectation—or show it to be a false hope, 
as the case may be. Mr. Hall also (in my opinion) correctly indicates in 
two sentences the essence of the business-cycle problem. 

The difficulty of the capitalist economy comes from the fact that no-one 
can tell what people are going to do next with their monev; for they can 
spend it, invest it or hoard it, and . . . . alterations in [the relative] attrac- 
tiveness [of these courses] will not necessarily bring about changes in the 
course of action of the individual [pp. 177-78]. 


But this statement is incomplete. The explanation may be carried 
much farther by adding that as regards the use of savings, what it pays 
the individual to do depends on what other individuals are going to do. 
If others are going to invest, A should invest; and if they are going to 
hoard, that is what it will pay A to do. Theoretically, any individual 
should switch from one of these courses to the other just as a general 
movement in that direction is getting under way. But the effective 
working of the economic sys*2m requires a fairly constant distribution of 
the use of income between consumption and saving and constant dis- 
tribution within the system of the holding of wealth in the form of 
money. It is this fact above all which creates a strong prima facie case 
for centralizing decisions affecting money. 

The main remedy proposed for this difficulty by Mr. Hall is to 
eliminate the use of money as an actual medium between the different 
business units. Money would be used only for the payment of indi- 
vidual incomes by the state and for the purchase of final products by 
the recipients of income; all transfers of materials and partial products 
would be effected through accounting entries only. At first glance this 
seems like a brilliant suggestion for getting rid, once and for all, of 
hoarding and dishoarding in the productive system. But the plan is 
not described in sufficient detail to give, to me at least, a clear under- 
standing as to how it would work, or to make possible any judgment 
about it; and the more I reflect about the problem the more doubts 
arise. It would seem that to have any effective control, all grants and 
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receipts of “credit” by one business unit to or from another would have 
to be a matter of record on books kept by some central clearing or- 
ganization. (It goes without saying that most of the transactions 
would be credit transactions in substance; there would be practically 
no occasion for direct barter, and no accurate “‘double coincidence”’ in 
any managerial unit between receipts and expenditures.) This means 
checks on a central bank, which are only a special form of money after . 
all, and it is not clear what concrete problems are solved, or how they 
are solved, without going farther into the details of the control of the 
issue of credit; or specifically, just what are the gains from having two 
different money systems instead of including consumers in the one 
described. Surely they also must be deprived of the opportunity 
of hoarding, or the main claim of the chapter that the socialist state has 
removed from individuals the power of making monetary decisions 
(p. 183) is not made good. But the author constantly refers to prob- 
lems connected with hoarding by consumers. 

These doubts are intensified when we try to picture the procedure 
of controlling investment where anything but routine maintenance is 
involved—especially the replacement of capital items by others of 
different kinds, or most especially, of course, new investments and 
major transfers from one field and form to another. The discussion of 
these topics in the latter part of chapter v (pp. 87-98) and chapter x 
(pp. 171-83) seems to me quite inadequate. It is properly recognized 
that the heart of the theoretical problem is the relation between capi- 
tal and interest, on the one hand, and money, on the other; but in spite 
of the fact that the treatment gives the impression of having been 
carefully thought out, I do not think that it makes the process of in- 
vestment control which is contemplated intelligible. 

In this connection as in others, the more one reflects about the 
problems of the collectivist economy, the less sharply they seem to con- 
trast with those of an enterprise system and the more doubtful any 
comparative judgment becomes. Any such scheme as Mr. Hall sug- 
gests seems to amount to a special form of monetary system, and it 
becomes a question whether a socialist government is really in a 
position to do anything about money which could not be done by the 
government of any modern nation—even that of the United States, 
with all its entanglement in constitutional restrictions—without abol- 
ishing private property and free enterprise. Moreover, there are other 
possibilities in the way of removing from individuals the power of 
making monetary decisions, which, from the standpoint of securing the 
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great desideratum of control over the business cycle, would surely merit 
examination and critical comparison. For example, there are the famil- 
iar proposals of using dated and time-limited money, or of requiring the 
affixing of stamps. Such devices might leave to individuals the great 
convenience of monetary freedom as to small amounts and short 
periods of time, and yet effectively prohibit hoarding (and hence 
variations in its amount) on a serious scale. 

In contrast with the writers under review (Professor Pigou also 
asserts [p. 125] that there would be no capital market under socialism), 
it is my opinion that the collectivist state would probably best secure 
efficiency combined with organizational simplicity by maintaining a 
capital market in much the same form that has developed under free 
enterprise, as regards the demand side. The supply would naturally 
come from profit on goods sold to consumers, an excess of selling price 
over cost, and/or from the share of product accruing to the state as 
chief property-owner. The interest rates would be set by the competi- 
tion of managers for the available supply of capital, as now. However, 
the rate might well be made to vary with market conditions instead of 
being fixed by contract for long periods, and repayment of loans should 
certainly be by ad hoc arrangement between the government as cap- 
italist and the industry, and not ordinarily specified when the loan is 
first made. The general policies of managers would be formulated by 
the central authorities, of course, but the main instruction would be to 
strive to make profit and avoid loss. The chief innovations would have 
to do with avoiding monopolistic restriction as a source of profit, and 
presumably with toning down the more purely competitive modes of 
soliciting business at all stages. In the field of capital, interest, and 
money, the special problem would be simply that which any govern- 
ment faces of providing a “‘neutral’’ exchange medium. The chief dif- 
ference in the position of the collectivist government would be greater 
freedom to order price changes (since bankruptcy of units would have 
no terrors) and to move productive resources by fiat. Since all con- 
struction would be public works, it would seem to be in a somewhat 
better position than a capitalist government to avoid unemployment. 
It is really an open question whether under collectivism there would be 
less probability of the occurrence of maladjustments of the familiar 
sort, in which, as a matter of economy, it would be cheaper to support 
people in idleness than to employ them. But the centralization of de- 
cisions, if really accomplished and if the central authority were equal 
to its tasks, should make it easier to work out of such a situation. 
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The other main advantages conceivable under collectivism and 
claimed for the system are mostly so utterly arguable as to make argu- 
ment unprofitable apart from its value as entertainment or intellectual 
exercise. Collectivism “might” give individuals a more nearly equal 
start in life. But there are difficulties, limitations, and even dangers for 
fundamental culture values, in the way of interfering too seriously with 
the interests and sentiments which make the family an effective 
social unit. Effective centralization of decisions governing production 
changes would of course remove an important source of waste, as well 
as uncertainty—the individual manager’s ignorance of what changes 
other managers are planning. But even in our large corporations, ex- 
treme centralization has been found to involve losses greater than its 
gains. The collectivist government would have to strike a balance 
somewhere between three alternatives—the elimination of changes 
through a stereotyping of economic life, centralization of control, and 
freedom on the part of men on the ground to make adaptations and inno- 
vations. In so far as the choice inclined toward the last of these alterna- 
tives, the differences between collectivism and free enterprise would 
tend to disappear. The possibilities of saving on administrative costs 
and of making individual (family!) rewards correspond more closely to 
actual performance, or to any other norm, depend on motivation, and 
primarily on the selection and motivation of managerial personnel, 
and, more than any other factor, on the human reaction to contingency 
of reward. Professor Pigou and Mr. Hall discuss these questions more 
or less, but do not pretend to go into them very deeply, and as sug- 
gested it is perhaps just as well not to do so. One twofold principle 
seems to me both fairly reliable and quite important and deserving of 
statement and emphasis in any discussion of collectivism. This is that 
it is impossible to run a lottery or gambling game without large prizes, 
and that life in any free society (whose members are human beings and 
not termites) is inevitably fraught with vast uncertainty. These facts 
are undoubtedly embarrassing from the standpoint of traditional ethi- 
cal ideals, but they seem unescapable, and some choice, i.e., some 
compromise, must be made between the alternative possibilities pre- 
sented. 

In conclusion, we must return to the same line of observation that 
was made above regarding Professor Pigou’s book. The more one 
forces the problems of collectivism into definite and tangible form, the 
clearer it is that all problems of detail are supposed to be solved by 
simply loading them on to a central authority of some kind. Now it is 
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certainly of the essence of sound analysis that the problems of the rela- 
tions of the central authority to society as its agent or organ are not 
economic problems in any ordinary or proper interpretation of the 
word. But at the same time it is equally clear that a discussion of col- 
lectivism is devoid of practical significance if it does not include some- 
where a fairly adequate consideration of possibilities and probabilities 
as regards this crucial political problem. It obviously has two elements 
or aspects. The first is a matter of practical politics, including the con- 
stitutional difficulties of designing the best organization chart for the 
bureaucracy which is to run the economic system, making the best 
provision for securing the right personnel—including no doubt the 
training of personnel—and also the problem of remuneration and incen- 
tive. This element must certainly be left to “that insidious and crafty 
animal, vulgarly called a statesman or politician”; in academic discus- 
sion in the twentieth century, perhaps we s!:ould say the political 
scientist. But it should at least be pointed out that there is a more 
fundamental problem about which any educated adult has some right 
to form a judgment. This has to do with the human and physical pos- 
sibilities of centralizing decisions. It is self-evident that the decisions 
which are to be left to the “central authority” cannot be made in any 
one head or by any group of individuals who will know what is in one 
another’s heads and give any intelligent consent to one another’s acts. 
When one considers the actual magnitude and complexity of the eco- 
nomic organization of a modern nation in relation to actual human 
capacity, a serious question arises as to whether centraliza‘iou is 
theoretically possible to a degree which would substantially realize any 
of the theoretical advantages which look so obvious on a superficial 
view of the situation, even assuming the utmost in human capacity 
and good will in every functionary concerned. And surely even the 
mere economic theorist may observe, without indicating that he has 
sold out to the capitalistic interests, that this is assuming a good deal! 
The same theorist may also be allowed an opinion as to the amount of 
understanding of economic principles which is to be expected of poli- 
ticians in any foreseeable future. And, on top of all this, if we are to 
believe that the system could be either democratic or free in any sense, 
we must believe that the same central authority would really act as the 
responsible agent of the people as a whole and not merely in their 
interest as judged by itself. 
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The Lessons of Monetary Experience: Essays in Honor of Irving Fisher. 
Edited by A. D. Gaver. New York: Farrar & Rinehart, Inc., 1937. 
Pp. xii+450. $3.50. 

There can be little doubt that the number of economists, other 
than the contributors to the volume under review, who would have 
rejoiced “‘to pay tribute to Irving Fisher on the occasion of his seven- 
tieth birthday in recognition of his rich and varied services to economic 
science,’ and who, with these contributors, would “have deemed it 
an honor to be privileged to greet a master and pathbreaker in difficult 
regions” (p. v) is very much larger than the number of economists 
who have agreed with Professor Fisher on matters of monetary policy, 
particularly during recent years, and who would be likely to draw the 
particular lessons from the monetary experience of those years which 
Professor Fisher has drawn. One opens this volume of Lessons of 
Monetary Experience, therefore, not without some fear that the choice 
of subject might have unduly limited the magnitude of the tribute 
which, by every reasonable standard, is due to one of the few economists 
America has produced with claims to genuine greatness of stature. 

The fear, however, that the volume might have taken the form 
of a collective effort at justification of the particular positions with 
respect to American monetary policy which Professor Fisher has 
adopted in recent years is quite without foundation. Such a possibility 
was ruled out, in the first place, by the fact that the “monetary ex- 
periences” from which some of the “lessons” are drawn are the ex- 
periences of countries other than the United States—e.g., Canada 
(S. R. Noble), Germany (H. Schumacher), Holland, (G. M. Verrijn 
Stuart), India (G. Findlay Shirras), China (T. V. Soong, E. Kann), 
Japan (Eigo Fukai), and Australia (Douglas B. Copland). One is grati- 
fied to note, moreover, that the contribution of the one writer—namely, 
James Harvey Rogers—who discusses American monetary policy from 
a standpoint which may be taken as reasonably close to that of Pro- 
fessor Fisher, while it certainly will not satisfy completely those who 
have objected emphatically to American monetary policy since 1933, 
is characterized by a scrupulous desire to record facts which are just 
as certainly unpalatable to some supporters of that policy—such as, 
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for example, the limitation of the so-called “automatic” price-raising 
effect of devaluation to specific groups of commodities (pp. 1o1 ff.), 
the admission that the “international disadvantages” of “currency 
depreciation” have been “very great,” particularly in the direction of 
aggravating “vicious tendencies” toward protectionism (pp. 108 ff.), 
and that the “sudden and continuing increases” in the supply of gold 
subsequent to devaluation have created “very great and dangerous 
problems” (p. 110). One is gratified to note, also, that there is no 
evidence of an attempt to include in the volume only writers who 
might be expected to advocate a type of monetary policy to which 
Professor Fisher would be favorable. On the question of exchange 
stability, for example, the positions defended range from that of Sir 
Henry Strakosch, who concludes (p. 170) that “any durable inter- 
national monetary system will in all probability have to be based once 
more on gold as a common standard of value,” to that of Professor 
J¢@rgen Pedersen, who insists vigorously that the opinion “that the 
prerequisite of prosperity and stable economic conditions in general is 
a gold standard or some other system of fixed exchange rates... . 
is supported neither by theoretical conditions nor by experience of the 
past” (p. 179), with Professors Williams and Lindahl occupying inter- 
mediate positions that might be characterized as right center and left 
center, respectively. 

It is to be noted, finally, that the “lessons” which the various con- 
tributors have drawn from “monetary experience” are not exclusively 
lessons for future monetary policy. It is, to be sure, with questions of 
policy that the contribution of Mr. Eccles, which opens the volume, 
and the contribution of Mr. Loveday, which closes it, are primarily 
concerned. In other cases, however—notably those of Mr. Hawtrey 
and Professors Angell and Ohlin—questions of policy are really the 
excuse for the presentation of particular techniques for monetary 
analysis. In another case—that of Professor Hansen—while there is 
enough material to justify the title “Monetary Policy in the Upswing,” 
a larger portion of the essay may be taken as an implicit plea for paying 
more attention to the nonmonetary factors affecting cyclical fluctua- 
tion, as well as for raising again the question whether it is really wise 
to think in terms of eliminating the trade cycle. In still another case 
—that of Professor Einaudi—the topic “Managed Currency” is really 
used as a peg on which to hang another of the author’s delightful essays 
which, by modernizing the description of medieval practices associated 
with the notion of a “money of account” and the issues involved in 
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those practices, have done so much in the last few years to bring order 
and illumination into the tangled facts of medieval monetary history. 

Even so, to be sure, many of Professor Fisher’s admirers will wish 
that a volume designed to honor his achievements could have covered 
a range in some degree comparable to that which has characterized 
his own scientific work. If it be objected that, as often as not, the 
contributions to complimentary volumes of this kind are likely to be 
of a quality greatly inferior to that which has characterized the work 
of the man whom the volume is intended to honor, it may be replied 
that the contrast in quality thus evidenced is itself a way—albeit an 
unintentional way—of conferring “honor.” In the present instance, 
for example, Mr. Keynes’s essay on “The Theory of the Rate of In- 
terest,” which seems to this reviewer to illustrate only more markedly 
Mr. Keynes’s increasing capacity for misrepresenting the substance of 
“the orthodox theory” on the subjects on which he has been writing 
and the consequences of a refusal to consider sympathetically what is 
available in received doctrine for further constructive work in the 
field, will succeed only in emphasizing the merits of Professor Fisher’s 
own contributions to interest theory—particularly when Mr. Keynes’s 
general position is compared with Professor Fisher’s frank recognition 
(see, e.g., The Theory of Interest, pp. 448 f.) that much remains to be 
done in the way of relating the interest problem to the phenomena of 
the market for money loans. Much the same sort of thing may be 
said of the weird paragraphs, in an essay crowded with weird utter- 
ances, which Professor Mlynarski devotes (p. 298) to the “exchange 
equation” and certain substitutes which are proposed for it. Yet, when 
all is said, a man is “honored”—or dishonored—by his own works and 
not by the works of others. The honor that Professor Fisher has 
brought to himself and to American economics by his work and by 
the spirit of scientific humility in which he has done that work is an 
honor which even so varied a volume as this one can neither increase 


nor diminish. 
ARTHUR W. MARGET 


University of Minnesota 


Studies in the Theory of Economic Expansion. By Ertk LUNDBERG. 
London: P. S. King & Son, Ltd., 1937. Pp. x+-265. 10s. 
Lundberg’s studies are intended to show the expansion of income, 

consumption, savings, and investment, if an initial stimulus as to the 

latter is provided. This endeavor is akin to the aims of Keynes’s in- 
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vestment theory and to the pattern of some “makrodynamic”’ theories. 
From the latter approach, Lundberg differs in method in so far as, from 
the outset, he assumes definite functional relationships and usually 
bases his conclusions not on his system of difference equations, carefully 
set up, but on tables in which numerical values, reasonably selected, 
are assigned to the constants; no particular error, however, seems to 
have arisen from this approach. 

From Keynes’s method, Lundberg differs by stressing to the utmost 
the relation of economic activity to time, avoiding in his concepts the 
confusion of causal relationships and identical equalities between 
magnitudes which refer to a period of time. The fruitfulness of the 
Stockholm distinction between ex anfe attitudes of the homines eco- 
nomici (which determine supply and demand functions) and ex post 
results of their actions is particularly visible in the savings-investment 
controversy; more clearly than does Ohlin, Lundberg sees the necessity 
of relating the concept of savings to the concept of “nominal” income, 
though he also seems to share the Swedish inclination to identify ex- 
pected income and profits with disposable income and profits. 

With the help of an apparatus of concepts, clarified by positive 
analysis and critical comparison with other authors, Swedish and 
Anglo-Saxon, Lundberg then undertakes to establish, in chapter ix, 
model sequences of expansion, linking together investment = income 
= demand and, again, = investment, under varying assumptions; ex- 
pansion (1) at a constant volume of investment, (2) determined by 
investment in working capital, (3) determined by investment in fixed 
capital, and (4) determined by a rationalization process. His analysis 
here can be characterized as an amplifying interpretation of the propo- 
sition that the maintenance of a moving equilibrium depends on an 
even progress of demand; for, basically, investment is regarded as 
contingent upon preceding demand, which itself is supposed equal to a 
certain fraction of the income (ex ante), the rest of the income con- 
sisting of savings, while, in turn, investment is supposed to possess 
components which, for the period considered, do not generate income 
(e.g., depreciation). Lundberg’s results are somewhat marred, how- 
ever, by the introduction of an investment constant, additional to the 
initial stimulus. This investment constant is supposed to originate 
from given replacement needs of the pre-existing system (cf. pp. 193, 
201, 237), though it seems to the reviewer that the income generated 
by the replacement in question is necessary to keep up the equilibrium 
in the pre-existing system and should not be counted twice. Thus, 
Lundberg’s model sequences must be interpreted as depicting the com- 
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bined effect of an initial monetary stimulus and of repetitive smaller 
stimuli of constant magnitude. Without this constant addition, the 
models, especially the first one, would be very similar to Mr. Kahn’s 
leakage pattern. 

Two objections must be raised. The first refers to the underlying 
assumption of investment contingent upon preceding demand, which 
the reviewer has criticized more in detail at another place." It is true, 
Lundberg qualifies this principle in Section IV of chapter ix, “The 
Influence of a Variable Rate of Interest.” But not only does he lay the 
greater stress on the restrictive effects of a rising interest rate—this 
rise being brought about by the enormous claims, exercised, under cer- 
tain circumstances, by an increasing demand for house accommodation 
on the banking system—but he does not seem to perceive clearly that 
the whole crux of the matter lies here; that none of his model sequences 
could have been established if he had not departed at the beginning 
from the classical principle that, under neutral banking policy, the 
amount of investment, via interest rate, is always equalized to the 
amount of savings and that, though the classical principle has been 
much weakened by the introduction of boom and depression expecta- 
tions, it has not been subjected to an equally forceful criticism for the 
period of neutral expectations. To a certain extent, this basic de- 
parture is veiled by his introduction of a peculiar time lag in the 
variations of the demand in the capital market: by assuming that the 
investment itself always is financed by bank credit and only in the 
subsequent period is transferred to the capital market by security 
flotation, then absorbing savings, Lundberg, in his third model se- 
quence soon reaches a stage in which available savings exceed current 
investment, while the capital market is flooded with securities, liqui- 
dating yesterday’s bank advances. We encounter here the case of a 
deflation proper, caused by the shrinkage of bank credit, which in turn 
is attributable to the close association of today’s bank credit with 
yesterday’s demand for building services. Would not a timely limita- 
tion of bank credit, tying it up rather with the volume of savings and a 
timely raising of the interest rate charged by the banks, up to to- 
morrow’s capital market level, save the situation? 

The other objection is of a methodological character. Lundberg re- 
peatedly apologizes for the artificiality of his assumptions, admitting 
that numerous other factors, besides the ones accounted for in his 
models, play a decisive role in economic reality. But, in the reviewer’s 


* Cf. “Investment Fluctuations as Cause of the Business Cycle,” Social Research, 
IV, No. 4 (November, 1937), 440-60. 
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opinion, the cure he seems to have in mind goes in the wrong direction, 
namely, to elaborate a still greater number of models of a still more 
complicated structure. It should not be overlooked that even the re- 
sults reached in the present model sequence, in fact, do not require the 
considerable mental strain which is involved in the study of his for- 
mulas and tables. To take as example the first sequence: Is it not 
plain from the outset that injection of a constant volume of investment 
sooner or later will fall short of offsetting the deficit in expenditure from 
leakages that are proportionate to income? (An analogous consider- 
ation would apply to the last model sequence.) Similarly, in the second 
and third model sequence, these leakages have to be overcome by in- 
vestment contingent upon the rate of increase in income; and, con- 
ceivably, this could be achieved in perpetuum only if the constants 
possess certain relative magnitudes. It will not be denied, at least not 
for the latter cases, that tables like Lundberg’s are indispensable in the 
preparatory analysis of the interrelationship in question. But, in pre- 
senting the results to the public, it would be better to boil them down 
to simple principles indicating the conditions of “equilibrium” and to 
supplement them by empirical reflections about the chances of ful- 
filment these conditions possess in economic reality. The reviewer has 
no doubt that Lundberg, in facilitating the reader’s task in the indi- 
cated manner, also would have done greater justice to the equilibrating 
mechanism of the interest rate, as well as to the various other factors 
like income distribution, direction of current investment, etc., which, 
for the actual course of events, are as important as his investment 
principle. And only a catalogue of such principles, of limited length, 
would permit us to analyze a concrete situation with safety while the 
application of Lundberg’s model sequences to economic reality seems 
exceedingly difficult. 

In looking back on his critical remarks, the reviewer cannot help 
feeling that they do not do full justice to the positive qualities of Lund- 
berg’s studies. Again, it must be pointed out that these remarks refer 
only to the second part of the book in which the model sequences are 
developed. The first chapters represent a considerable theoretical 
achievement, elaborating the true features of the step-by-step method 
in dynamic economics and clarifying the underlying concepts. They 
are an exhibition of the theoretical craftmanship, always displayed by 
the Stockholm school, which, if applied by theorists at large, would 
have spared us during recent years a lot of unnecessary controversy. 


Hans NEISSER 
University of Pennsylvania 
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Geschichte der Kredittheorien: Eine dogmenkritische Darstellung. By 
VALENTIN F. WAGNER. Vienna: Julius Springer, 1937. Pp. xvi+ 
521. Rm. 22.50. 

If this book were to be judged solely by the degree of success with 
which it performs the task indicated by its title—A History of Theories 
of Credit—it could not be said to deserve particularly high ranking. 
Comparatively little unfamiliar material is uncovered; important areas 
are left unexplored; and the author is too often willing to accept widely 
current, but nonetheless inaccurate, accounts of the history of doc- 
trine on issues which he discusses. The account of the history of the 
theory of the “creation” of bank deposits, for example (pp. 145 ff.), 
contains, on the one hand, the usual overemphasis upon, as well as 
the usual misinterpretation of, the position of Macleod, and, on the 
other hand, the usual implication that C. A. Phillips was virtually the 
first to establish the distinction between the expansion possibilities 
open to the individual bank and those open to the banking system as 
a whole (p. 153). 

Nor can it be said that the author’s account of the development 
of the theory of the effect of monetary expansion and contraction 
upon output does much toward filling what is still a glaring gap in the 
writing of doctrinal history. The treatment of the English “‘classicals,”’ 
for example (pp. 22 ff., 33 ff.), is marred by the persistent implication 
that the shortcomings in this respect of writers such as Ricardo and the 
Mills—shortcomings which were undoubtedly egregious—were some- 
how the inevitable consequence of the inherent “structure” of their 
“general theoretical system” of economics. The developments of the 
last few years have shown how much harm can come from the treat- 
ment of earlier doctrines as following necessarily from a set of rigid 
“postulates” which can in fact be attributed to the writers concerned 
only by treating as irrelevant certain “isolated comments” (p. 30) 
which are in fact essential to an understanding of the position of the 
older writers. In the present instance, for example, it is difficult to 
believe that the author would have adhered to his treatment of the 
“classical” position if he had considered more carefully what was said 
on the subject of the effect of money upon output by that supposed 
Ricardian of Ricardians, J. R. McCulloch, instead of dismissing him, 
as he is here dismissed, with the citation of untypical passages (e.g., 
p. 22). 

There are further notable gaps. The mass of material to be found 
in “expansionist” writers of the early nineteenth century, such as the 
Attwoods, is completely unexplored—although, in conformance with 
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the usual practice, some attention is paid (pp. 283 f.) to the extremely 
misty utterances of Macleod, which were in every respect inferior to 
those of the Attwoods and others. The theory of the effect of monetary 
“demand” upon output, which has received its most elaborate treat- 
ment in our own day at the hands of Mr. Hawtrey, is touched upon 
only very incidentally, and then in connection with the least satis- 
factory protagonists of the theory, such as certain mercantilists (e.g. 
p. 272)—J. E. Cairnes being discussed only in other connections (pp. 
288 f., 331), and nothing whatever being said concerning the trestment 
of the element of “demand” by Simon Newcomb. It is not surprising, 
therefore, that no serious attempt is made to wrestle with a problem 
of interpretation which has become all the more acute since the publi- 
cation of Mr. Keynes’s General Theory: namely, the relation of the 
“monetary” theory of “demand” to the theory of “demand” that is 
supposed to be inherent in the law of markets—the latter being dis- 
posed of by a few oblique references (e.g., p. 97). 

It is regrettable, consequently, that the author was not led by his 
feeling, expressed in the Preface, that his so-called “History of Theories 
of Credit” would offer more to “the theorist” than to the “historian 
of doctrine” to choose a title which describes what most of the book 
really is: namely, a critical examination of certain current doctrines 
with respect to the nature, the functions, and the effects of bank credit. 
In these parts of the book the author evidences a wide and careful 
reading in contemporary monetary literature and an independence of 
judgment which make the work distinctly worth reading, even if the 
results obtained are by no means always such as to command unquali- 
fied agreement. Chapter ix, in particular, despite its somewhat blind 
title, “Equilibrium Theories of Additional [i.e., “Created” Credit,” 
deserves the closest attention from all those who desire to acquaint 
themselves with at least part of the doctrinal background against 
which one must set much recent discussion in the field of monetary 
theory—not only, for example, the relation between “saving” and “in- 
vestment” but also the relation of the “demand for and supply of 
money” to the determination of the rate of interest. There are some 
notable omissions in this chapter—for example, no mention is made of 
the fact that Professor Fanno’s Le Banche e il mercato monetario con- 
tains a formulation strictly relevant to the second of the two problems 
indicated—and the issues are not always stated in as illuminating a 
fashion as they might be; but the chapter as it stands is a vast improve- 
ment over the doctrinal vacuum which has permitted supposedly 
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“revolutionary” doctrines to rush in and to be taken with a degree of 
seriousness which they deserve neither on their own account nor in 
the light of what was already available on the subject. 


ARTHUR W. MARGET 
University of Minnesota 


Economic Planning and International Order. By LioneEL Rossins. 

London: Macmillan & Co., Ltd., 1937. xv+330. $2.50. 

The outstanding feature of Professor Robbins’ book is its structure 
and finish as a piece of exposition; it is truly a work of art. One thinks 
of the classics of oratory in searching for a parallel in orderliness and 
clarity, persuasive power and smoothness of style. But, in contrast 
with many of these, it is not in the least pretentious; its art is that 
which conceals itself. It then becomes all the more pertinent to warn 
the reader of such a book to “watch out.”’ Serious questions of public 
policy are under discussion—questions which are anything but simple 
in reality—and a treatment so persuasive must necessarily be over- 
looking, if not concealing, a good deal. Professor Robbins leads us from 
reasonable step to reasonable step, through the symmetrical pattern 
of an Introduction, three Parts of three chapters each (each chapter 
made up of sections varying little from a modal half-dozen), and a 
Conclusion. Argument is fitted to argument to show that practically 
everything that governments either do or may do in relation to eco- 
nomic life is injurious and wrong. The net result, contemplated at the 
present date in history, is something of a shock. We confront a picture 
of laisser faire bordering on the conception of a world-wide anarchist 
utopia, a vision of universal freedom and brotherhood, if only govern- 
ments would cease from troubling and politicians go out and die, except 
for police functions. And the contrasting picture shows the alternative 
as universal impoverishment and strife, with the extinction of “‘all that 
we regard as most valuable . . . . in the wreck of our common civiliza- 
tion” (p. 327, the concluding words of the book). 

To be sure, Professor Robbins does not exactly say all this quite so 
sweepingly, but our summary indicates about what would seem to be 
left after he got through abolishing. And certain explicit statements 
are rather breath-taking. For instance, again at the end of the book, 
we are soberly assured that, “‘on a long view, the interests of men who 
do not love violence, as such, are not in conflict” and, just a little 
earlier (p. 324), that “there is no long-run advantage for the members 
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of the different national groups from the preservation of national 
sovereignty.”’ It seems almost ungracious to confront such sentiments 
with rude questions as to the reasonably possible alternatives, or the 
length of the “long run” contemplated. The question is whether such 
“{mpossibilist” liberalism will do more good than harm to the noble 
cause the author means to aid. The preservation in the world of such 
human liberties as we have inherited from history prior to the present 
year of grace seems likely to call for considerably more in a political 
way than mere negative contraction and retrenchment of activity, plus 
the internationalization of the police forces of the world, which this 
book argues would suffice. 

One by one, the author takes up in logical sequence the various 
types of interference and “planning’’: within nations, protectionism, 
control of investment, monetary policy, restriction of migration; 
across national boundaries, trade agreements, international cartels, 
agreements affecting labor, wages and hours; and in the world as a 
whole, the project of world-planning or communism. Each of these 
types of activity is proved to result in reduced economic efficiency, 
hence loss and injury; restriction of migration, as well as of movement 
of goods, is repeatedly and expressly named. And all such action is 
proved (to the author’s satisfaction) to be merely unnecessary; human 
interests are naturally harmonious; predatory activities are imprac- 
ticable or unprofitable. Regarding monopoly in particular, a few para- 
graphs (pp. 155-57; cf. also p. 260) suffice to show (or to state) that, 
if all monopoly-creating and supporting activities of government were 
abandoned, the natural situation would be—not, indeed, the ideal of 
“perfect competition” but a state of affairs far superior to anything 
achievable through political measures. 

In connection with economic fluctuations, which are viewed as the 
main practical problem, there is a reference to the possibility of devel- 
oping institutions within the general system of the market (p. 262) but 
no indication as to whether the “developing”’ would call for any politi- 
cal action. It is also recognized that even if all working frictions were 
abolished (again no indication of the agency or process) the system 
would involve “some inequality of income” (p. 262). But “much in- 
equality of income is due to monopolistic restriction,” and “in so far 
as monopolistic privileges are destroyed, this type of inequality would 
tend to disappear.” (Does “destroying” mean merely ceasing to cre- 
ate?) However, the market system with private property “does make 
some inequality inevitable,” and “this is certainly regrettable.”” More- 
over, “the market is not always free.’”’ But, finally, “before we con- 
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demn one set of institutions, we should surely inquire concerning the 
alternatives,” and it is only necessary to ask “how much of what we 
regard as most precious in the cultural inheritance of the West would 
have survived the pressures of societies in which there was no private 
property and no free market,” to see the answer: “It is to be feared 
very little.” 

The last chapter, next to the Conclusion, deals with “International 
Money” and in a real sense presents the crucial step, the “keystone,” 
of the whole argument. Of course, money should be “international,” 
a “federal” and not a “state” function in the proposed world-order. 
“Of all forms of economic nationalism, monetary nationalism is the 
worst” (p. 290). Again, all that is necessary is to remove banks from 
the influence of government (pp. 304-5) and allow the natural business 
sense of individuals to select the best medium of exchange, which would 
mean the international gold standard, without “management.” This 
the author assumes the world was moving toward, both in the nine- 
teenth century and in the 1920’s. At what seems to the reviewer the 
most crucial point the argument falters strangely instead of following 
through. Doubts are expressed as to whether “central banking” would 
ever have arisen spontaneously (p. 301); as developed under govern- 
mental auspices, and used for political purposes, it is clearly an evil. 
But there is surely no possible doubt that fractional reserve or ‘“com- 
mercial” banking arose spontaneously or that central banking merely 
represents the same principle carried a stage farther. 

With the exception of free enterprise in the creation of exchange 
medium, the reviewer is, after all, disposed to go far with Professor 
Robbins. (But can one really imagine a world monetary system func- 
tioning automatically, with the volume of exchange medium under the 
complete domination, in the world and in every community, of purely 
private agreements between anybody who can maintain himself in the 
banking business and individual borrowers?) In so far as it means any- 
thing to say that “the world” or “society” makes choices, the choice 
probably lies between rather heroic and none too palatable extremes of 
liberalism and social action. And since any large measure of the latter 
undoubtedly means despotism in an extremity of form and degree new 
to history—due to the development of modern weapons, and especially 
of scientific psychology and propaganda technique—the choice is not 
doubtful for any lover of freedom or of any human values which can be 
intelligently discussed. 

FRANK H. KNIGHT 
University of Chicago 
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Business Ethics: Studies in Fair Competition. By FRANK CHAPMAN 
SHarP and Puiiip G. Fox. New York: D. Appleton—Century Co., 
1937. Pp. xi+316. $2.25. 

This earnest effort to take the study of ethics out of the cloister 
and bring it to the market place, the bank, and the factory raises 
several challenging questions. In the first place, are the preconceived 
or at least highly generalized notions of the classical writers on ethics 
adequate for the solution of problems in business conduct? The au- 
thors assume that these notions are at least valid and helpful. Second, 
when the law adopts the language of ethics, how far is it safe to assume 
that it takes over the meaning from ethics? Take, for example, such 
expressions as “fair trade,” “fair competition,” “fair price,” and “fair 
wage.” The authors, while recognizing differences, run the two as 
closely together as they can. Finally, there is the question whether 
uniform standards—a code—or a variety of standards—codes—are 
called for in various trades and occupations. The authors incline dis- 
tinctly toward uniformity. 

Though the book is as rich in pat instances as it is in wise saws, 
it may be permissible to doubt whether the same conclusions would 
have been reached had the authors begun with the collection of cases 
and generalized in the theoretically approved manner instead of coming 
in the opposite direction with their principles too well in hand. A 
few illustrations may be helpful. We may pass over the clear cases at 
either extreme and concern ourselves with border-line cases: “innocent 
lies,” not knowing one’s business, overpersuasiveness, brutal buying, 
dual capacities, truthful disparagement, and practically all instances 
of actual measurement to determine fairness after principles are agreed 
on. It is characteristic of the authors’ treatment of these subjects 
that they set down Sunday-school absolutes or generalizations of a 
most optimistic type, that they proceed into situations where these 
are hard or impossible to apply because of questions of fact rather 
than of principle, and that they then take refuge in asking what the 
law does in such a situation. Such a legalistic denouement ends most 
of the discussions (cf. esp. chaps. ii, iv, v, vi, viii, ix, x, and xi). 

There are several cogent reasons why these legalistic escapes are 
unsatisfactory. In the first place, they create a renvoi, for the law of 
fair trade sends us right back to ethics and the understandings of 
business men for standards, and instead of getting an external standard 
by which to criticize the law we end with an argument in a circle. 
Again, the law is not and does not purport to be a theoretically de- 
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fensible ethical system. It uses the vocabulary of morals, but its tests 
are and must be externalized and standardized, as Mr. Justice Holmes 
had shown long ago. The way these authors use the word “intent” 
(p. 23 n.) when they purport to use it as in the language of the law 
reveals the whole difficulty. The only intent that the law knows is a 
constructive or fictitious intent built on the assumption that a man 
plans his acts “intending” all reasonably foreseeable consequences. 
The actual state of his mind we cannot know, for the devil himself 
knoweth not the thought of man. Nor is it an innocent slip when on 
the next page they call the common law the embodiment of the most 
authoritative code of morals which we possess in the United States 
today. Forgiving the twist of thought which fails to see the incom- 
patibility of common law and code, we have here the troublesome 
assumption, toned down in words but acted on throughout, that the 
pronouncement of judges—at least of able judges—are pronounce- 
ments of the law as it ought to be rather than the law as it is. The law 
is no adequate substitute for ethics, and nothing but confusion can 
be expected if we draw conclusions from the lawyer’s use of the vo- 
cabulary of ethics. 

Nor do we escape the necessity of handling each problem as it arises 
by bravely pronouncing our faith in general principles and insisting 
on one rule for all. The authors go so far as to find “a pretty good 
summary of business ethics” in these words: “Treat your customers 
and your fellow businessmen as you expect your physician to treat 
you.” Medical standards are high, indeed, higher than those of other 
professions in some ways, but inferior to those of business in others. 

Various occupations have various hierarchies of sins and of virtues, 
various ethical patterns, and there is a common-sense basis for some 
at least of the divergences. 

The treatment of caveat emptor (chap. v and Appendix) illustrates 
both the strength and the weaknesses of the book. The ethicists would 
like to say in general terms that a suppression of the truth is exactly 
as blameworthy as a positive lie. They find it exceedingly hard to 
carry this through the cases. Is a dealer blameworthy for failing to 
volunteer to a customer the information that a competitor is offering 
a slightly better bargain for the moment? The answer—whether the 
rationalization be that of the courts or of these authors—is simply: 
“Of course not.” Even the ethicist sees this. Hence, we are confronted 
with the troublesome necessity of drawing a difficult line somewhere. 
In this dilemma the authors turn to the law. What does the law say? 
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They intimate that it says caveat emptor. Well, it doesn’t. On the con- 
trary, the law is full of situations in which silence is equivalent to a 
declaration. The law of sales not only supplies a reasonable list of 
implied warranties but it actually makes simple declarations into ex- 
press warranties. Statutes and ordinances further demand screaming 
notices that oleomargarine is on sale in a place, that artificial color or 
flavor is used, that cheese is processed, that goods were made in a 
foreign country. They punish misbranding and false advertising. Fur- 
thermore, the government inspects products, it demands public re- 
cording of formulas and financial facts, it prohibits altogether the sale 
of many things, and by means of licensing and other preventive meas- 
ures it seeks to keep the market reasonably safe for buyers. The law 
may be too ambitious. It is probably unenforcible. But to say that 
the law declares caveat emptor in the sense in which the authors under- 
stand it, is a calumny of the law. The truth is that every system of 
law is confronted with the question that baffles ethics—where to draw 
the line beyond which silence is no longer permissible in a vendor. 
But the law’s line must be an external matter, a visualization not of 
what you are up to but of what you do; and the test will necessarily 
be in terms of the probability of deceiving in a material matter. It is 
a practical, not a legal, corollary that buyers—yes, and sellers, too— 
must beyond that line be careful. The tasks as well as the outlooks of 
law and ethics are essentially different. Thus, while the book before 
us demonstrates interestingly the interrelations of jurisprudence and 
ethics as they converge on the affairs of everyday life, it does not and 
cannot succeed in finding in either study adequate solutions of the 
problems posed by the other. 
NATHAN ISAACS 


Harvard Graduate School of Business Administration 


The Problem of Peaceful Change in the Pacific Area: A Study of the 
Work of the Institute of Pacific Relations and Its Bearing on the 
Problem of Peaceful Change. By Henry F. ANcus. New York: Ox- 
ford University Press, 1937. Pp. vii+193. $2.00. 

This small book mentions briefly the problem of peaceful change 
and then reviews the publications of the Institute of Pacific Relations. 
For each of twenty-odd subjects, Professor Angus lists the books or 
papers prepared for the successive conferences from 1925 and under- 
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takes in a few pages to hit their high points, chiefly by quotations. As 
a résumé of the work of the I.P.R. and a bibliography of its publica- 
tions, the book appears to be well done within the space limit. The 
reader gets a clear picture of the range and scope of the work, the 
subjects treated, and certain shifts of emphasis. 

Incidentally, the book briefly surveys outstanding facts in regard to 
land, population, industry, and trade in the Pacific area, together with 
certain political demands. The beginner may find it a useful primer on 
problems of the Pacific, but the student will find it brief, disjointed, 
and uncritical. The author’s method cannot give unity and follow-up. 
For example, from one work he quotes that Japan’s exports constituted, 
in 1929, 2.93 per cent of the world-total and in 1933, 3.13 per cent— 
but perhaps he found no quotation of 3.66 for 1935, so this story stops 
in 1933. 

Two questions arise: (1) Has the author adequately represented the 
tone and quality of the work of the Institute of Pacific Relations—i.e., 
the publications inspired by its national committees and the discus- 
sions of its conferences? (2) Has the Institute of Pacific Relations in 
fact promoted peace or war? 

1. The book deals with the papers read at the conferences rather 
than with the discussions thereon, and the latter rather than the 
former deal with policies and critical interpretations of the facts. 
Probably temperament and lack of space have combined to make the 
author omit all the qualifications, for his sources can hardly be so 
painfully lacking in critical analysis. For example, he does not indicate 
the extent to which Japanese economy has suffered because Japan is 
the world’s leading source of one raw material of some importance, 
namely, silk. He does not show how much of the decline of Japan’s 
exports in 1929-31 may be attributed to the fall in price and quantity 
of silk exported, how much to the depression and to the Chinese boy- 
cott, and what is the residue attributable to tariff increases in foreign 
countries. He quotes “the practically universal tariff barriers which 
shut out Japanese exports” and speaks of the “exclusion” of Japanese 
goods by the tariffs of Western countries and by Chinese boycotts, 
and of Japan’s “efforts to hack its way out of a position of [trade] 
isolation” with no indication that these sweeping expressions rest on 
any quantitative analysis. He does not compare the moderate de- 
pressicn in Japanese export business with the disastrous collapse of the 
trade of Western nations. Does he consider the Western nations under 
obligation to maintain Japan’s exports at the 1929 level when their 
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own had fallen by one-half or two-thirds? Professor Angus cannot have 
reproduced the tone of the work of the I.P.R., unless for twelve years 
it has ignored the critical approach represented by Eugene Staley’s 
Raw Materials in Peace and War or Sir Norman Angell’s This Have and 
Have-Not Business. 

The author, citing one of his own contributions, suggests that the 
English-speaking peoples were responsible for Japanese aggression in 
Manchuria because they have not allowed Japanese immigration, or 
given “better assurance of access” to raw materials and “better access 
to markets.”’ Yet he notes that “Japanese members without exception 
dismissed the idea that emigration offered any solution to the popula- 
tion problem.” He gives no evidence that the English-speaking people 
have withheld raw materials from Japan and in this connection ignores 
the immense expansion of Japanese trade, e.g., Japan now leads the 
world as an exporter of cottons and of rayon. He leans heavily, how- 
ever, on Japan’s resentment and fear of encirclement. 

2. The question, has the I.P.R. promoted war rather than peace, can 
scarcely be answered from Professor Angus’ book. Probably the book 
unduly reflects his own attitude, but the impression he leaves on the 
reviewer is that the publications of the I.P.R. have aided the Japanese 
in propagandizing their alleged economic grievances and have en- 
couraged their policy of aggression on the Asiatic continent—at the 
expense of peoples less well off than themselves—expecting to “get 
away with it” by arguing that they are being oppressed by the eco- 
nomic policies of other countries. The book contains no hint of the 
half-century of Japanese territorial expansion. After witnessing six 
years of military aggression not only in South Manchuria, but in North 
Manchuria, Jehol, Mongolia, and Hopei, it is “by no means clear’’ to 
the author that Japan would have used force to press further demands 
if China had admitted the Japanese interpretation of Japan’s treaty 
rights in South Manchuria! Is this blindness the result of I.P.R. litera- 
ture and discussion? 

It is clear that for years the only problem of peaceful change in 
the Orient has been how far will the Chinese yield their mines, public 
utilities, and factories to the Japanese, how far will they submit to 
Japanese despotism, before they engage in a national war? The answer 
has been that they would have to fight whenever Japan began to fear 
that the Chinese renaissance would soon make China too strong for 
easy conquest. Admittedly, Japan’s unswerving aggression was ob- 
scured in the middle twenties when the I.P.R. was founded; but Pro- 
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fessor Angus gives the reviewer the impression that the I.P.R. has 
never adjusted its ideas or program to the determination of Japan (and 
two other powers) that war shall be the chief end of states and the 
norm of international relations. He leaves me in doubt whether the 
I.P.R. is not just continuing to delude the American people into a 
belief that peace is a matter of minor adjustments in immigration laws, 
tariffs, and “access to raw materials” when three great military powers 
are determined to establish world-empires. 


BENJAMIN B. WALLACE 
Washington, D.C. 


Socialism: An Economic and Sociological Analysis. By LupwiG VON 
Mises. Translated by J. KAHANE. London: Jonathan Cape, 1936. 
Pp. 528. 18s. New York: Macmillan Co., [1937]. Pp. 528. $5.50. 
English-speaking readers interested in any way in socialism—as who 

can fail to be under present conditions?—will be grateful to the transla- 

tor and publishers for the chance to read in clear and excellent English 
this book, which is perhaps the most discussed work attacking the 
socialist position on the ground of “sound” economic theory in the 
post-war generation. It is true that Professor Mises’ general position 
has been made fairly familiar to economists of the English-speaking 
world through the discussion which it has aroused in journals, and 

especially the publication in English of the original article of 1920, 

out of which the book has grown; this article was the pivotal item in 

Professor Hayek’s Collectivist Economic Planning (London, 1935). It 

is not so pleasant to have to add that many who can read German find 

it difficult to “skim” a bulky work in that language, and that this is 
the appropriate treatment of Professor Mises’ tome. Not long ago 

Dr. Oskar Lange suggested in an excellent article’ that a statue of 

Professor Mises might well be placed in the position of honor in the 

capital of the socialist state, since it is due to his denial of the possi- 

bility of rational economic management apart from private property 
that socialists themselves have been forced to give the subject serious 
consideration. 

It seems to this reviewer that the whole discussion is largely sound 
and fury. It is truistical to observe that unless the whole technical 
basis of economic life is to be completely transformed under socialism, 


*“On the Economic Theory of Socialism,” Review of Economic Studies, October, 
1936. 
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which is not proposed, it will be in general form about what it has been 
under “capitalism”; this means that the managers of various technical 
units in production—farms, factories, railways, stores, etc.—would 
carry on in essentially the same way, which in turn means that social- 
ism is “essentially” a proposed method for selecting, motivating, and 
remunerating such functionaries, displacing the property owners 
who are now formally the ultimate authority in control. The reality 
of control, of course, inheres primarily in consumers and workers, in 
so far as effective competition prevails, and would do so under socialism 
also, if it really preserved freedom of choice in consumption and free- 
dom of choice of occupation. Socialism is a political problem, to be 
discussed in terms of social. and political psychology, and economic 
theory has relatively little to say about it. 

On the central issue, Professor Mises shows a certain tendency to 
shift his ground. In this English edition of his book he has added a 
section of five pages (137-42) on the “artificial market,” to meet some 
of the recent criticism of his original position. In this, his argument is 
really based on political probability. The reviewer fully agrees that 
a socialistic government would not try intelligently to function in 
accord with economic principles in securing maximum satisfaction of 
the economic needs of the masses. It probably wouldn’t try at all but, 
instead, would lead the masses on some romantic adventure, some 
“crusade.”’ But such political prediction or prophecy is one thing, and 
reasoning in terms of economic principles is another. 

There would be no justification to taking the space to comment on 
this book in detail, or in any proportion to its own length. The essential 
fact is that, on any of the main issues which call for discussion, it is 
disappointing. We find assertion at great length but little penetrating 
criticism of the property system; and on the deeper ethical questions 
regarding economic individualism, beyond the unanalyzed notion of 
efficiency, there is practically nothing. Part IV of the book (pp. 395- 
453) is devoted to socialism as a moral imperative but contains little 
excepting the usual dogmas on incentive, and philosophical disquisi- 
tions on justice, of a “puritanical” cast. Professor Mises is at his best 
in criticism and shows wide reading in social theory, particularly the 
literature of and on Marxism. Yet his Part III (pp. 361-421) on the 
alleged inevitability of socialism is an amazing tissue of question- 
begging assertion and mere quibble. Practically the only discussion of 
monopoly is given incidentally in this connection and reduces to the 
unsupported assertion that “most cartels and trusts would never have 





BOOK REVIEWS 269 


been set up had not governments created the necessary conditions 
by protectionist measures . . . . monopolies owe their origin not to a 
tendency immanent in capitalistic economy but to governmental inter- 
ventionist policy directed against free trade and laisser-faire’’ (pp. 
390-91). The topic is dismissed with the statement that “we can dis- 
cover nothing which could justify the assertion that growing monopo- 
lization makes the capitalist system intolerable” (p. 392). The last 
division of the book (Part V) is entitled “Destructionism” and is hardly 
more than a diatribe against labor legislation, social insurance, public 
ownership, and practically every species of modern reformism. Eco- 
nomic analysis of these movements, or even recognition of the eco- 
nomic issues involved, is conspicuously absent. 


FRANK H. KNIGHT 
University of Chicago 


Re-adjusiment in Lancashire. By MEMBERS OF THE Economics RE- 
SEARCH SECTION, UNIVERSITY OF MANCHESTER. Manchester, Eng- 
land: Manchester University Press, 1936. Pp. 137. 4s. 6d. 


The problems of Lancashire constitute an intensified epitome of the 
most challenging problems facing our entire present-day economy. The 
maladjustment of economic resources—too much of this and too little 
of that, too much here and too little there—calls for the refurbishing of 
old, or the establishment of new, techniques to direct the course of 
future investments of capital and labor and to guide the utilization of 
factors already irrevocably committed. The present little book, one of 
the best of the several excellent regional studies resulting from the post- 
post-war depression in England, is a survey and analysis of unemploy- 
ment in Lancashire (“the most industrialised”’ of all British counties), 
with particular reference to the maladjustments which have developed 
in Lancashire’s darkest spot—the cotton-weaving district. Unemploy- 
ment is not a new phenomenon in the British cotton textile industry, 
but its recent manifestations and implications are quite distinct from 
those that preceded the World War. Whereas early unemployment 
“appeared from time to time because, whilst population was increas- 
ing, industries were failing to maintain their rate of expansion,” un- 
employment since the war has developed because “the staple Lan- 
cashire industries have deciined so substantially that even an actual 
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decline of population in many places has not been sufficient to offset 
it”; and the question now becomes one not “‘of diverting a stream” but 
of “draining the already waterlogged ground.” Lancashire has seen 
two post-war collapses (1921 and 1930-31) and two periods of slow 
recovery, but “in both cases the recovery was not complete; the previ- 
ous high level of activity was not attained.” The basic cause, however 
much the textile industry’s difficulties may have been aggravated by 
outworn customs and mistaken practices, is the changed “international 
pattern of industry.” 

It would be unwise to base social policy upon any assumption other than 
that the 1935 volume of production in the cotton industry is not likely to 
be greatly exceeded so long as international trade continues to be restricted 
in so many ways and other countries devote themselves to the encourage- 
ment of their domestic cotton industries. 


The authors analyze the unemployment figures with skill and im- 
agination and with a confidence born of genuine familiarity with, and 
understanding of, Lancashire, its industries, and people. The data are 
analyzed by areas, occupations, sexes, ages, and marital status, and a 
thorough study is made of population changes and the redistribution 
of labor within the district—the rates of migration and the kind of 
people who are unemployed. As the analysis proceeds, it becomes clear 
that the weaving district cannot be made whole by any policy of trans- 
ferring workers or instituting schemes of public works or by the 
automatic appearance of the newer expanding industries. Hope seems 
to lie only in the inclusion of the district among the Areas receiving 
special governmental consideration and in the establishment of a 
Trading Estate and the provision of capital at low rates of interest 
to attract industries peculiarly suited to the needs and potentialities 
of the region (e.g., branches of the clothing trade employing women). 

The book is both a compelling brief for Lancashire and an admirable 
case study in realistic economics; it is on a par with the other studies 
issued by this able research group. It is to be hoped that the Section 
will not postpone too long an inquiry into the policies of industrial 
restrictionism which are now sweeping Lancashire along with the rest 
of England. One can enthuse over the possibilities of an examination 
by Manchester economists of the “economics” of modern Manchester. 


BEN W. LEwIs 


Oberlin College 
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The British Hosiery Trade: Its History and Organization. By F. A. 
We ts. London: George Allen & Unwin, Ltd. 1935. Pp. 252. 
ros. 6d. 

The hosiery industry has been the one really healthy part of the 
post-war textile trade. Changes in fashions of clothing and under- 
clothing have turned many of our demands from wovenwear to knit- 
wear, and rayon has supplied a new raw material to supplement or 
compete with silk, wool, and cotton. The number of hosiery workers 
in England alone has more than doubled in the last quarter of a cen- 
tury, and the thriving regions in which they live make a vivid contrast 
with the stagnation and decay of parts of the Lancashire cotton coun- 
try. 

Mr. Wells worked in the hosiery industry before becoming a uni- 
versity teacher. His original plan was “to attempt an analysis [of its] 
organization by the application of economic principles.’’ Unfortunate- 
ly, he found it very difficult to get manufacturers and traders to talk 
about themselves—not at all an unusual discovery in England—but 
he did unearth a mountain of material concerning the industry’s past. 
The result is about two hundred pages on history and only forty on 
present organization, policies, and problems. Neither part is exhaus- 
tive, and the student of business administration will be disappointed. 
But the historian will be thankful for that rare thing—an industrial 
history which brings the description of production, marketing, and 
labor right up to our own day. 

The history of the hosiery industry is not a long one. It really be- 
gins as part of that Tudor and Stuart technological revolution which 
Professor Nef has “put on the map.” The stocking frame, invented 
in 1589, a sort of hand-driven knitting machine, “laid the foundation 
of the modern hosiery trade.” The frame was gradually adopted in 
London, in the Midlands, and in parts of Scotland, but was prevented 
from being exported and seems to have found little favor on the Con- 
tinent. For a hundred years (1657-1753) the Framework Knitters’ 
Company, a London company with provincial officers, tried to control 
the industry, forbidding nonmembers to exercise the craft, limiting 
the number of apprentices, and attacking producers of “fraudulent” 
goods. But as the center of manufacture passed from London to the 
Midlands the company’s efforts became less and less successful, and 
by 1750 enterprise was unfettered. 

Almost from the beginning that enterprise had been capitalistic 
and had organized production on the putting-out system. “The high 
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cost of frames and the value of the raw material made it essentially 
a trade for the capitalistic undertaker.”” The knitter owned neither 
the yarn nor the frame; the former was put out to him by the merchant 
who was going to sell the hose, or by the merchant’s local agent; the 
frame was rented from the merchant, from the agent, or from some 
outsider who had discovered that capital put into frames could earn 
a high return. As apprenticeship rules weakened, a flood of cheap 
labor swamped the industry; and, when boom times came, new capital 
was sunk in the purchase of frames. Hence when markets became de- 
pressed or stagnant, and when fashions changed, the industry was 
glutted with labor and equipment. From 1800 to 1850 this evil of 
redundant frames and workers was almost chronic; it led to Luddite 
outbursts of frame-smashing and to four parliamentary inquiries into 
the sufferings of those who were enmeshed in the putting-out system 
at its worst. 

From that system the industry was gradually saved after 1850 by 
the exodus of surplus labor to other occupations, by the factory system, 
and by laws which kept children out of factories and pulled them away 
from the domestic workshop into schools. The transition to factory 
production did not gain much speed until about 1875; when it came, 
it was “on the whole of immense benefit to the hosiery worker”; but 
the problems of capital supply, costing, domestic and international 
competition, marketing, tariffs, collective bargaining, and conciliation 
made the transition period one of stress as well as of golden oppor- 
tunity. How, and how far, these problems have been solved is ex- 
cellently described in the last five chapters of the book. 

Mr. Wells has done a very useful job. It is good to be reminded 
that the hosiery industry made two important contributions to modern 
economic history. In the first place, it was a more important factor 
than the Lancashire cotton industry in stimulating some of the fa- 
mous textile inventions of the eighteenth century. Lombe’s silk-throw- 
ing mill, Paul’s spinning frame, Arkwright’s machine, and even Har- 
greaves’ jenny were all either designed for, or used first to supply 
yarn for, the knitters. In the second place, peaceful collective bar- 
gaining began in England when in 1860 the Nottingham Board of 
Conciliation and Arbitration was established. 

My only criticism of the book is that it deals too much with the 
woes of the frameworkers and too little with their weal or with the 
varying fortunes of the entrepreneurs. This is largely the result of 
drawing on the parliamentary inquiries; but such diagnoses only come 

















BOOK REVIEWS 273 


when an industry is sick. You cannot write a biography of a man if 
you have available as evidence only the doctor’s reports of the times 
when he was ill. In the second place, I wish Mr. Wells had been able 
to get access to the business records of some firms with a long history. 
At least one firm which is still flourishing goes back well beyond 1800. 
Has it no old letter-books, accounts, or other records? 


HERBERT HEATON 
University of Minnesota 


Labor Treaties and Labor Compacts. By ABRAHAM C. WEINFELD. 
Bloomington: Principia Press, Inc., 1937. Pp. vit+-136. $2.00. 
The American constitutional form of federated state gives rise to 

some interesting and important problems as to the probable legal 

status of attempts to regulate labor conditions in this country by mak- 
ing use of the treaty power in connection with the International Labor 

Conference. Mr. Weinfeld here presents an examination and an out- 

line of governmental powers in this country and their competency to 

act in that behalf. 

Of the author’s conclusions, some are based upon the authority of 
decisions of the Supreme Court of the United States, some upon com- 
ments upon and extrapolation of such authority, and some frankly 
upon conjecture. In the nature of the case, nothing else can at this 
time be done; and in the opinion of this reviewer, with a single excep- 
tion noted below (n. 1), the conclusions reached are sound. And, 
whether or not the courts in due course shall adopt them, Mr. Wein- 
feld’s analyses should be useful as a part of the basis of arguments de- 
signed to induce the courts to reach the same or effectively similar con- 
clusions. 

The following are the major conclusions of the book: 

1. Labor conditions, generally, are within the legal scope of the treaty-mak- 
ing power of the United States 

2. The treaty-making power of the United States is superior to any conflict- 
ing state legislation—even to the police power 

3. The treaty-making power is superior to any previously enacted and con- 
flicting acts of Congress; but acts of Congress, within the constitutional 
limits of its power, are superior to previously adopted and conflicting 
treaties 
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4. The treaty-making power is not superior to the specific prohibitions of the 
Bill of Rights, such as the due process clause 
a) The treaty-making power does not extend to minimum-wage laws for 
women, either of the states or of Congress, since they are held to be 
prohibited by the due process clauses 
6) The treaty-making power does extend to the regulation of labor and 
to the prohibition of child labor in certain hazardous employments, 
by state legislation, since these have been held not to be forbidden by 


the due process clause 
c) While no specific authority exists, there seems to be no legal obstacle 
to the adoption of a treaty prohibiting child labor in all occupations' 
5. Self-executing treaties do not require legislation? 

In the remainder of the book are set out statements as to the obliga- 
tions of the United States, both as to recommendations and as to draft 
conventions of the Conference; a list of the adoptions of the Confer- 
ence; an analysis of Canadian constitutional problems; and an excel- 
lent examination of the distinctions between “treaties,” which the 
states are forbidden to make, and “compacts and agreements,” which 
are specifically permitted in the Constitution. The conclusion. is 
reached that labor conditions, except as to minimum-wage provisions, 
may lawfully be regulated by compacts and agreements among the 
several states in this country, apart from international treaties. 


On the whole, the discussion is direct, intelligent, and based on 
accurate information. With its references to leading authorities, it 
should be useful to the student, to the members of the Conference, and 
to lawyers who may be called upon to analyze such issues as may arise 
in litigation in this field. 


See 5 Jay Fintey Curist 
University of Chicago 


* In the reviewer’s opinion, there is a grave doubt as to the validity of such a 
treaty, if it were to be made effective by federal legislation. Can the power of 
Congress be extended by treaty, so as to regulate by congressional action after the 
treaty matters which could not be regulated by such action before the treaty? This 
apparently was done by the treaty with Great Britain, which preceded the Migra- 
tory Bird Treaty Act. That act was upheld by the Supreme Court, as the author 
states. But the Supreme Court never passed upon the validity of a similar act which 
was enacted before the treaty was adopted. We do not know, therefore, that the 
power to make such a regulation rests solely upon the treaty; and whether this kind 
of extension of power can be made in the field of labor conditions is an open question. 

? As an illustration, the author cites Convention 45: ‘No female, of whatever 
age, shall be employed on underground work in any mine.” But, query, is such a 
provision self-executing without a stipulation of a penalty for violation? Would an 
injunction be issued, in the absence of specific legislation, to restrain such employ- 
ment? 
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Planwirtschaft und Aussenhandel. By Kart W. Kapp. Thése présentée 
a l’Université de Genéve. Geneva: Georg & Co., 1936. Pp. xi+140. 


The foreign trade policy has been treated mostly without concern 
about its relationship to the domestic economic order. In recent litera- 
ture, however, more and more attention is being paid to the inter- 
dependence between domestic and foreign economic policy. The do- 
mestic implications of quantitative regulations of foreign trade (quo- 
tas) and the international implications of a domestic recovery policy 
have been analyzed. Robbins' and Kapp both treat, from entirely dif- 
ferent points of view, the consequences of planning for the international 
economic relations. Robbins argues that planning—and he includes 
every suspension of laissez faire—laissez passer irrespective of whether 
or not the interference is a part in an integrated whole—destroyed the 
international order, while Kapp holds that planning—he understands 
it as a co-ordinated and comprehensive system—is compatible with 
an intensive international exchange. He maintains that the economic 
disturbances are aggravated by the monopolistic tendencies and the 
desultory interventionism which is closely related to the monopolistic 
tendencies. Comprehensive planning, however, is compatible with an 
international division of labor but requires other institutions and 
policies than the international organization of the competitive or 
quasi-competitive order. As an example for such a policy the author 
describes the foreign trade organization of the Soviet Union. He 
stresses especially the attempts which have been made to escape the 
shortcomings of bureaucratism and to organize its foreign trade in a 
decentralized way in so far as it is compatible with the purpose of 
planning. He shows the role that a tariff, the most-favored-nation 
clause, and dumping, play in a planned economy. He deals also with 
the other side of the picture; what the foreign trade of a planned eco- 
nomy means to the capitalistic countries. Here the crucial questions 
are raised but not very thoroughly elaborated. By falling back on 
Viner’s statement that the traditional concept of dumping is not ap- 
plicable to the Russian case, he avoids answering the questions as to 
the extent to which this practice is likely to be applied in a planned 
economy, what the repercussions are in the capitalistic countries, and 
what reactions they will entail. I hope that the author will devote fur- 
ther work to an elaboration of this side of his problem. 

An introductory chapter formulates the principles of a planned 
economy in a rather simplified manner. In an appendix a description 


*L. Robbins, Economic Planning and International Order (London, 1937). 
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of the trade monopoly of the Persian government is given which 
probably will interest many readers. A short survey of trade regula- 
tions in Germany is added but not exploited under the point of view 
of the relationship between foreign and domestic economic policy. The 
whole book is stimulating and well written (but poorly printed). 


GERHARD CoLM 
New School for Social Research 


More Security for Old Age: A Report and a Program. ‘‘Factual Report’’ 
by MARGARET GRANT SCHNEIDER; “‘A Program for Action”’ by the 
COMMITTEE ON OLD-AGE Security. New York: Twentieth Cen- 
tury Fund, Inc., 1937. Pp. xiii+-191. $1.75. 

This readable book is a sequel to The Townsend Crusade, in which 
the Committee “proved that the Townsend Plan was dangerously un- 
workable” but left the problem of old age security unsolved. This 
problem is becoming more and more pressing because of the increased 
proportion of aged people. An examination of foreign noncontributory 
pension plans shows that the necessity of “means tests” and annual 
checkups involves much administrative work and keeps the pensioner 
on a “degrading” case basis. Foreign contributory systems are nec- 
essarily confined to employed workers and require some supplementary 
system. They give rise to the difficult “reserve-fund versus current- 
cost financing” problem. Where the reserve fund is used, the problem 
of suitable investment has become great. The Swedish system of com- 
pulsory national insurance undergoes especial scrutiny. 

In the United States “the provisions for the aged have been piti- 
fully inadequate.” The Social Security Act is a “significant start” but 
is unsatisfactory because of its attempt to combine two methods of 
handling old age. For example, payments under old age assistance 
often exceed benefits under contributory old age insurance. The former 
system must bear most of the burden for years to come, and about two- 
thirds of the adult population are outside the contributory system. 
When the latter system reaches “equilibrium” in 1980, it will cost 3.6 
billions per year. The tax on employers will be shifted to consumers 
or employees, and the 3 per cent tax on pay rolls is about twice as much 
as most workers normally save. The Committee recommends that the 
tax be limited to 2 per cent. The reserve fund is unnecessary because 
of the tax power of the government. It lightens the burden of future 
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taxpayers only if there is a net increase in savings and if the funds are 
invested in “productive” forms appropriate to the future economy. 
The Committee recommends that the reserve fund be abandoned in 
favor of financing out of current, progressive taxation. They also sug- 
gest that the present maximum benefit of $30 be made a minimum. It 
is apparent that most of the recommendations of the Committee are 
ones which will raise the cost of old age security. 

Whatever sins the authors commit are of omission rather than of 
commission. Descriptive data concerning foreign systems are given in 
the Appendix, and the authors express opinions on them convincingly 
enough; but it would be helpful to be told more of the actual experience 
of other countries in this regard, of problems that emerged and how 
they were met. A more thorough analysis of the incidence of pay- 
roll taxes, and of their effects on savings and investment, would be well 
worth while. The influence of the reserve fund upon capital accumula- 
tion and upon national income is inadequately discussed. The Com- 
mittee expresses concern as to the effect on cyclical fluctuations of 
“what may prove to be a large change in the proportions of spending 
and saving” but does not discuss the point further. One might also 
inquire into the cyclical effects of the timing of the institution of such 
a plan. However, the authors acknowledge the need for further study, 
and the book is written for a rather large lay public rather than for the 
specialist. The same clear, terse style is maintained throughout both 
parts of the book. Moreover, the approach is necessarily social and 
political as well as economic. On the whole, this work not only is one 
which can be read by economists with interest and advantage to them- 
selves but—what is much more rare—is also one which they can 
recommend to the general reader or student without misgivings. 


BENJAMIN HIGGINS 
University of Minnesota 


International Control in the Non-ferrous Metals. By WiLL1AM YANDELL 
E..iott, ExizaBeTH S. May, J. W. F. Rowe, ALEx SKELTON, 
Donap H. Wattace. (Published under the auspices of the Bureau 
of International Research of Harvard University and Radcliffe Col- 
lege.) New York: Macmillan Co., 1937. Pp. xxi+801. $6.50. 
This volume presents a historical review of international production 

and price control movements in nonferrous metals, together with an 

analysis of the political and economic consequences of attempts at 
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control in the copper, lead, zinc, tin, nickel, and aluminum industries. 
Its publication is most timely. 

The study is divided into two parts. Part I summarizes the political 
and economic aspects of international control movements and includes 
a section on the mechanics of international cartels. Part II is devoted 
to detailed discussions of cartel and other control activities in the 
individual metal industries. Thus for the first time a detailed chrono- 
logical history of the various agreements that have occurred in non- 
ferrous metals is available in a single volume. The book includes much 
original data, as well as material previously published. Its distin- 
guished authorship and the care taken to support statements with 
footnotes, statistical data, and charts make this an outstanding and 
authoritative reference. 

To provide a clearer understanding of international economic rela- 
tions, the Harvard and Radcliffe Bureau of International Research 
sponsored an intensive study of the endeavors of national groups of 
producers of basic commodities to reach international control agree- 
ments. A preliminary survey indicated that cartelization had been 
more sustained and apparently more successful in minerals than in 
other commodities, and accordingly the major nonferrous metals were 
selected for detailed scrutiny. 

The authors point out that too often cartels have been oriented to 
short-sighted policies designed to maintain uneconomic prices, to dis- 
pose of embarrassing surpluses, or to protect marginal producers. Re- 
striction of output seldom, if ever, has been achieved by shutting down 
high-cost producers, and frequently the welfare of the consumer has 
been overlooked. While the authors are decidedly critical of cartel 
agreements, they suggest that past failures were due in part to the 
irreconcilable position of international economic co-operation in a 
world of increasing nationalism. 

If the struggle toward national self-sufficiency persists, the authors 
foresee direct government participation in international control agree- 
ments. Thus a mixture of government control and private manage- 
ment is suggested as a new form of political organization for economic 
life. But even this does not offer the hope of international economic 
planning based on the natural flow of basic commodities through the 
ordinary channels indicated by price advantages. They foresee grave 
political consequences from more direct participation of the state in 
economic affairs. Direct political control of raw materials may be 
attempted as a substitute for the indirect imperialism of investment 
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control. States may organize into regional blocs to support and guar- 
antee a self-contained economy, with the possession of huge colonial 
resources essential to each bloc. Even the United States must inevita- 
bly attempt a larger regional economy through co-operative agree- 
ments with its neighbors to the north and south. In such event, it is 
suggested that the present isolationist policy of America toward the 
Philippines may undergo drastic revision. 

There will be some who disagree with the critical analyses of previ- 
ous cartel activities and the rather pessimistic conclusions presented 
in this volume. All will agree, however, that it fills a gap that long has 
existed in our knowledge of international mineral economics. It re- 
mains for our statesmen and diplomats to perfect human organization 
to afford the most efficient use of the world’s dwindling mineral re- 


sources. 
J. W. Furness 


Washington, D. C. 


Principles of Economics. By FREDERIC B. GARVER and ALVIN HARVEY 
HANSEN. Rev. ed. Boston: Ginn & Co., 1937. Pp. x+686. $4.00. 
Since 1928 this book has been one of a small number of reasonably 

satisfactory texts available for use in courses in elementary principles 

of economics. A revised edition is consequently very welcome. 

The virtues of the original work have been preserved in the new 
edition. It presents a careful, thorough, generally clear exposition of 
the principles of production, value, money and prices, the distribution 
of wealth and income, and international economic relations, coupled 
throughout with discussion of the application of these principles to 
a wide variety of economic problems of contemporary importance. 
The institutional setting of both principles and problems has not been 
neglected, and care has been taken not to minimize the complexity 
of the forces and relationships with which the economist must deal. 
It is a difficult book for beginning students, primarily because the 
subject matter involved is inherently difficult. Teachers of the ele- 
mentary course who are not inclined to “baby” their students, and 
who are anxious to provide them with a thorough, sound foundation 
for later, more advanced courses in the subject will continue to find 
this book genuinely helpful. 

The revised edition represents an improvement over its predecessor 
in three principal respects: First, several of the chapters on value 
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have been extensively revised in order to take account of recent de- 
velopments in the theory of monopolistic competition. The authors 
are to be complimented on the good judgment and balance shown in 
their treatment of this phase of value theory. Second, the chapters on 
value have been rearranged to bring out more clearly the distinction 
between the principles appropriate to the analysis of a given equilib- 
rium situation and those appropriate to the analysis of the effect 
upon normal price of changing conditions of supply and demand. (The 
order of presentation would be still further improved if the discussion 
of consumers’ demand and utility were to precede that of the price- 
making process.) Third, the text has been brought up to date with 
respect to the many iastitutional changes that have taken place, par- 
ticularly as a result of legislative enactments, since the first edition 
appeared. The devaluation of the dollar, the problem of agricultural 
relief, regulation of the securities markets, social insurance, the work 
of the National Labor Relations Board, foreign exchange control, inter- 
national trade agreements, and other similar matters receive careful, 
well-balanced attention. 

In some respects the revision is disappointing. Two very helpful 
tables that appeared in the first edition in the exposition of the de- 
termination of the lowest-cost combination of the agents of production 
unfortunately have been omitted in the revised edition. Charts are 
provided generously, and usually are clear and helpful. But many of 
the charts are still without titles; while in some of the charts in which 
relative or index numbers are presented there is a mildly irritating 
avoidance of mention of the base year (see, e.g., Figs. 27 and 36-41). 

In the new edition it is also rather surprising to find that the quite 
satisfactory treatment in the first edition of the original cost basis 
for the valuation of public utility properties has now been condensed 
into a short, inadequate paragraph. 

More effort might also have been made to improve the treatment of 
certain points of which the exposition in the first edition was somewhat 
confusing. First, there is the apparent identification of marginal utility 
with utility per unit in the analysis of consumers’ demand. Second, 
there is some confusion in the treatment of that part of business profits 
attributable to superior managerial ability. Acceptance by the authors 
of the doctrine of opportunity cost leads one to expect the inclusion 
of such profits in cost (see pp. 184, 204, 209-10). Yet in the explanation 
of differences in cost between different enterprises one of the factors 
stressed is the varying ability of management (see pp. 204-9). The 
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same underlying difficulty reappears in the chapter on “Profits.”” Pure 
profits are so defined as to exclude wages of management, imputed or 
paid; yet differences in pure profits are explained in part by differences 
in entrepreneurial ability. To add to the confusion, the summary at 
the end of the chapter does not include the earnings attributable to 
unusual managerial ability among the constituents of pure profits. 
Third, decreasing cost for an industry is explained mainly by the econo- 
mies of large-scale production available to the individual enterprise, 
but partly by the economies of fuller utilization of plant. The limita- 
tions upon the tendency toward decreasing cost that receive atten- 
tion are the limitations upon the size of the business enterprise. There 
is no recognition of the part played by external economies in the 


growth of an industry. 
B, F. HALEY 


Stanford University 


The Economics of Consumption. By CHARLES S. WYAND. New York: 

Macmillan Co., 1937. Pp. xiiit+-565. $3.50. 

Mr. Wyand writes as an economist concerned with the state of 
economic society and of economic theory. Events in the last quarter- 
century have demonstrated, he believes, the need for a changed eco- 
nomic organization and economic ideology. In his opinion the prime 
cause of our present economic ills is the neglect of the consumer by the 
business world and, of our economic errors, the neglect of consumption 
by the economist. “Business depressions of growing frequency and 
severity,” he says, “have followed the inability or unwillingness of 
enterprise to realize the importance of consumption in modern eco- 
nomic life’; and, “the present volume propounds a myriad questions, 
the answers to which may conceivably revolutionize the science of 
economics.” To the argument for this thesis, Mr. Wyand devotes 
five of his nineteen chapters. The general character of this argument 
can best be shown by direct quotation of representative statements. 

Profit as a motive for economic activity is of relatively recent origin 
As this motive can function only under conditions of relative scarcity, the in- 
creased productivity resulting from the industrial revolution has tended to de- 
limit profit and thus to interfere seriously with the maximum use of creative 
facilities The fecundity of the modern machine has in large measure 
destroyed the conditions of extreme scarcity upon which extensive profit 

If the profit system is to survive, some measure of control must 
be exercised over the production and sale of goods. Some sort of equilibrium 
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must be established between demand and supply Greater knowledge 
of the nature of choice .... must precede actual re-organization of in- 

: The consumer must be taught to desire those things which 
foster his welfare and yet are easily produced by mass methods. 


Thus “in the light of the economic history of the past quarter 
century a careful analysis of consumer habits by the economist seems 
necessary if intelligent coordination of the supply and demand for con- 
sumer goods is to become a reality.” Prediction and control of the 
demand for consumables are necessary. “The alternative is economic 
chaos.” Reading and re-reading of the text give no clue, however, as 
to who is to control except that it is not “producer or merchant,” or 
how the control is to be exercised, nor is the nature of the new eco- 
nomic organization apparent except that “consumption will be the 
primary economic function” and that “the only alternative to chaos 
is adjustment to economic reality.” 

So much for the author’s argument for the economic importance of 
his task which is to throw light on the forces which underlie and govern 
consumption. One might, however, reject this and all other arguments 
that consumers’ behavior is of economic importance and still regard his 
problem as a significant one and review his discussion with interest. 
The economic importance of consumers’ behavior, what constitutes 
the “economics” of consumption, whether the economist is the proper 
person to investigate the whys and wherefores of consumption pat- 
terns—these are all interesting questions. But quite distinct is another 
question, ‘Why as consumers do we behave as we do?” 

The fourteen chapters Mr. Wyand devotes to his primary task may 
be classified roughly as follows: two introductory, on the identity of 
the consumer and the nature of consumption goods; four, dealing with 
theories of choice, its psychological basis and biological, physical, and 
economic determinants; five that have to do primarily with the diff- 
culties of the consumer as buyer and the attempts to improve his 
market situation; and, finally, three on levels, standards, and norms 
of living. In his chapter “The Consumer Defined” Mr. Wyand con- 
ceives his problem to be that of finding the “consumer type.” He 
concludes that “any person whose role in the ultimate destruction of 
utility is more important than his role as producer,” or “whose pro- 
ductivity, as measured by his current income, is less than current ex- 
penditures for the satisfaction of his personal wants” is the sought-for 
type. He then calculates that three-fifths of the population are con- 
sumers. This unique concept, however, does not seem to be con- 
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nected in any way with the discussion of consumers’ choices and con- 
sumers’ buying problems that follows. 

The reviewer wishes that Mr. Wyand had not attempted so much. 
The heavy documentation of almost every page shows an unusually 
wide range of reading—a culling of facts and theories from the most 
diverse sources. But the synthesis, penetration, discrimination, exact 
statement, and internal consistency, that one always longs for would 
conceivably have been present to greater degree if the task undertaken 
had been less extensive. The reviewer believes that Mr. Wyand’s con- 
tribution to the field of consumption as the literature now stands 
would have been greater if he had omitted his analysis of what’s wrong 
with the economic order and had concentrated either upon the prob- 
lem of motivation, the problem of buying in the retail market, or upon 
the problem of consumption norms. Any one of these subdivisions of 
the field is broad enough to be the subject of a major inquiry, and all 
are in need of that intensive and careful thinking that brings out 


fundamental issues and relationships. 
HazeEL Kyrk 


University of Chicago 


Landlord and Tenant on the Cotton Plantation. By T. J. WoorTeR, JRr., 
et al. (“Research Monograph V.”) Washington: Division of Social 
Research, Works Progress Administration, 1936. Pp. xxxiii+ 288. 


From early Colonial days to the present the southern plantation has 
contributed one of the most distinctive features in the physiognomy 
of American agriculture. Before the Civil War it was operated with 
slaves; later on, first with wage hands, then with croppers. But it per- 
sists almost unchanged. Strangely enough, however, we have more in- 
formation on the southern plantation in ante bellum times than for 
these days. Nobody knows how many plantations exist, where they 
are precisely located, or what their conditions are in detail, because 
the census calls the nonmanaging, propertyless, and strictly supervised 
cropper a “farm operator” and the strip of land on which he works a 
“farm.”’ Only once in seventy years, in the 1910 census, has a bashful 
attempt been made to collect data for some plantations, and it was, 
therefore, a most fortunate step when the F.E.R.A. and, after it, 
the W.P.A. entered into an investigation of cotton plantations. 
T. J. Woofter and six collaborators have collected and tabulated, with 
two elaborate questionnaires, data for 646 plantations in the seven 
states of the eastern Cotton Belt: Arkansas, Louisiana, Mississippi, 
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Alabama, Georgia, North Carolina, and South Carolina. The South 
has probably a total of 130,000-140,000 farm enterprises which are 
operated with croppers. They are spread over twelve states and more 
than 350 counties. It may be questionable whether the sample of 
646 plantations, drawn in 39 counties, can be considered representa- 
tive; especially since only plantations with four and more cropper 
families were chosen while the smaller plantations are three or four 
times as numerous as the larger ones. The study provides a consider- 
able wealth of data on the land utilization, the operation, the yield, 
the expenditures, and many other interesting aspects of the planta- 
tions, as well as data on the incomes of the planters and the croppers. 
It also tries to outline the standards of living. Unfortunately, the 
authors do not confine their conclusions to their investigation, prob- 
ably because they were urged to supply material for the preparation 
of new farm tenancy legislation, but enlarge them by using census 
material. They use it without recognizing that the nonexistence of 
the plantation in census statistics and the counting of croppers as 
“tenants” instead of farm laborers make those data unreliable evi- 
dence which leads in many aspects to conclusions which either con- 
ceal the facts or distort them. Mr. Woofter uses the estimated value 
of houses as a measure for the standard of living. This seems hardly 
to be a measuring rod that means much. All the other data are in- 
sufficient or taken from the census for all the farms in the area. It 
seems that an entirely different index based on measurable facts has 
to be applied for rural housing standards and also for standards of 
nutrition and other expenditures. Woofter also inserts a whole chap- 
ter on education, with many judgments on the plantation, although 
the questionnaire did not contain any question concerning educa- 
tional standards on plantations. The size and the composition of the 
family of the croppers and the degree of participation of family mem- 
bers in the work are not touched upon. For any fair judgment on the 
income, this would be necessary information. 

A few illustrations are inserted, but they are rather testimony for a 
bad habit recently adopted by some public agencies than supplemen- 
tary evidence. To choose pictures of the worst examples that could be 
found is propaganda and unworthy of scientific studies. If pictures are 
to be used, they should be chosen as fair samples in order to prove 
what is usual. If, besides showing the average, conditions at the ex- 
tremes are to be demonstrated, then the situation at both extremes 
should be described. To show the best landlord dwelling and the worst 
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cropper shack is not exactly unbiased and can only incite suspicions 
about the objectivity of the rest of the publication. 

In a concluding chapter the monograph tries to outline “‘construc- 
tive measures” on how to deal with the “tenant” system and cotton 
economy. Aside from a conglomeration of not too convincing general 
propositions the summary contains a very realistic and certainly valid 
statement: 

The persistence of the plantation . . . . indicates that the plantation has 
evolved to fit a definite socio-economic condition and that it meets the situa- 
tion better than anything else which can be produced by the unaided efforts 
of the groups involved. It also indicates the formation of a deeply ingrained 
set of customs and relationships which will be difficult to change and impos- 
sible to revolutionize suddenly. 

This phenomenon that the plantation is so solidly intrenched and so 
persistent offers, however, the greatest economic and social puzzle 
which the monograph has hardly scratched. 

All the shortcomings that have been mentioned indicate mainly how 
much more information on the plantation is needed. It is obvious that 
the first investigation could not supply all of it. T. J. Woofter and his 
collaborators have contributed most valuable knowledge. But it will 
require perhaps a dozen more monographs on the same subject before 
the veil that lies over the timeless plantation can be lifted and its real 
features be uncovered and explained. Such monographs would gain 
momentum if they would stick strictly to presenting and interpreting 
exclusively their own material and if they would refrain from trying 
to answer wholesale all the agricultural and social questions arising 
from the setup of the rural South upon the narrow base of question- 
naires. 


New School for Social Research Kar BRANDT 


Germany: The Last Four Years. An Independent Examination of the 
Results of National Socialism. By “GERMANICcUS.”” Boston: Hough- 
ton Mifflin Co., 1937. Pp. 116. $1.75. 

Economic Development of Germany under National Socialism. By Vaso 
Trivanovitcu. (“National Industrial Conference Board Studies,” 
No. 236.) New York: National Industrial Conference Board, Inc., 
1937. Pp. xvii+141. $3.50. 

Germany: The Last Four Years is a reprint, with some modifications, 
of the survey of economic conditions in Germany since 1933 which ap- 
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peared in The Banker (London) in its issue of February, 1937. Accord- 
ing to Germanicus the book 

is the work of about a dozen men of some achievement in Germany’s mili- 
tary, financial and industrial affairs. Some of them, to this day, are holding 
high posts in their country. Others, although they no longer have their 
permanent homes in Germany, are in a position which enables them to obtain 
first-hand information of what is going on behind the curtain of German na- 
tional life. 


Germanicus declares that to obtain a true and unbiased picture of 
present conditions in Germany “it was obviously futile to rely on 
official German writers” and that the survey would have been “‘useless”’ 
if it was based upon the reports which appeared in the foreign press. 
The reader whose curiosity is legitimately aroused by the double veil of 
mystery that envelops both the authors and their sources will find the 
book rather disappointing: it contains few facts or arguments that 
have not been already presented in the writings of German and foreign 
authors whose work Germanicus declares to be “futile’’ and “useless.”’ 
It is the authors’ major contention that Germany’s economic ills are 
overwhelmingly due to her policy of rearmament—hardly a very novel 
theory—and it is from this point of view that they examine the various 
aspects of the German situation: public finance, economic controls, 
agriculture, trade, domestic and foreign, prices, banking, colonies. The 
inescapable fact that Germany’s difficulties in meeting her interna- 
tional financial obligations which underlie so many of her present 
policies began before the advent of Hitler to power—and therefore 
before Germany embarked upon her rearmament program—is not even 
mentioned, presumably because it does not fit into the authors’ theory. 

Mr. Trivanovitch claims no access to any mysterious sources of in- 
formation and is wedded to no preconceived scheme. He succeeds in 
presenting a well-rounded and objective survey of Germany’s economic 
position—a survey which is reliable and useful even if not particularly 
original. He wisely remarks that “the problem of foreign trade is the 
crucial problem with which Germany is faced. It cannot be solved by 
the unilateral action of the German Government.” This is, of course, 
true and almost self-evident even if it does not agree with the views of 
Germanicus. 

The futility of trying to guess the actual amount spent by Germany 
on rearmament is well illustrated by a comparison of the estimates 
given by the two authors. According to Trivanovitch the expenditure 
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under this heading, in 1933-37, was about nineteen billion reichsmarks. 
According to Germanicus—thirty-one billion reichsmarks. In the ab- 
sence of reliable information one guess is just as good as the other. 


MICHAEL T. FLORINSKY 
Columbia University 


Land Utilization and Rural Economy in Korea. By Hoon K. LEE. 
Chicago: University of Chicago Press, 1936. Pp. xii+302. $3.00. 
This is a solid and valuable contribution to a subject on which 

only the most fragmentary information is available in Western lan- 
guages. It was initiated in 1931 by the Institute of Pacific Relations 
and directed by the American Geographical Society. It is based not 
only on documentary materials but also on the results of a special field 
survey by a sampling process. The study was made in 1931 and 1932, 
but publication was delayed until 1936 “‘by the desire of the Institute 
of Pacific Relations to synchronize it more nearly with that of the 
similar studies carried on in China and Japan.” To many such syn- 
chronization will seem unimportant in comparison with the obvious 
desirability of making a completed study available to the public as 
soon as possible. There is every reason for avoiding hasty and pre- 
mature completion of a research project but none for delaying publica- 
tion of the results when they are ready. 

This study resembles in general treatment the studies of Nasu and 
Lossing Buck on Japan and China, respectively. After a summary de- 
scription of climate, soil, and geology, it deals with the characteristics 
of Korean agriculture, with the forms of arable land utilization, with 
land reclamation, land ownership, tenant-landlord disputes, forestry, 
minerals, marketing of agricultural products, rural credit, farm income 
and outgo, and agricultural colonization. 

The data derived from the field study and from official and other 
publications will be of much value to Western students. The plan of 
the study is appropriate to a survey rather than to a comprehensive 
analysis, and such unity as the study shows is a unity based on classi- 
fication rather than on analytical unity. The mode of treatment, which 
is essentially that of the geographer and not that of the economist, 
has marked limitations. To say that it raises more problems than it 
solves is not necessarily an adverse criticism, but it may appear to 
economists that the techniques employed are inadequate in any case 
to derive all of the answers that might be drawn from the basic data 
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presented together with other data that might have been obtained. 
The treatment becomes unsatisfactory at times when fundamental 
economic questions are touched on. As an example, the naive com- 
’ ments on the foreign trade situation may be cited (pp. 34-35). 

From time to time the implication appears, first, that Korea is 
being exploited by the Japanese people and, second, that the economic 
conditions of the Korean people have deteriorated. The first of these 
hypotheses is a fruitful one, the importance of which no one familiar 
with Japanese rule is likely to underestimate. But a very compre- 
hensive analysis of the economic order as a whole is essential if the 
subject is to be adequately handled, and such an analysis is wanting 
in this study. The second hypothesis seems to the reviewer inadequate- 
ly supported in this study. The case for deterioration is based mainly 
on estimates of changes in per capita rice consumption. 

The treatment of population is unsatisfactory, and the reader should 
be warned against accepting Tables 14 and 16 at their face value. 
Comparisons of birth-rates and death-rates in oriental countries over 
periods of time are extremely dangerous owing to changes in the ac- 
curacy of birth and death registration. 

Lee’s work is valuable not only because of the important new 
material which it presents to Western readers but also because it raises 
important problems which obviously require further comprehensive 
studies. Both the author and the organizations supporting the project 
are to be congratulated on their achievement, and it is to be hoped 
that the organizations concerned will follow up this work with other 
studies designed to probe further the problems left unsolved in this 


study. 
E. F. PENROSE 


University of California 


Population Pressure and Economic Life in Japan. By Ryorcut IsHIt. 
London: P. S. King & Son, Ltd., 1937. Pp. xix+259. 12s. 6d. 
This is one of the most valuable studies made in English for some 

time on Japanese population and economic conditions. It is commend- 

ably restrained and free from the overconfident predictions and prophe- 
cies that too often characterize works on the subject. The statistical 
tables are particularly useful and far more comprehensive than is usual 
in works on Japan published in Western languages. The work is care- 
fully documented, and serious students will be grateful to Dr. Ishii 
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and to the publishers for giving the Japanese titles to the Japanese 
works cited. 

The study commences with a survey of the data on population 
before the Meiji era. There are those who will remain very skeptical 
of the value of most of these earlier estimates, but at least it is well to 
have them summarized in English. The most important conclusion is 
that, “compared to other countries of a similar geographical area, 
Japan possessed a relatively large population.” After a superficial dis- 
cussion of the economic effects of the Meiji Reformation, Ishii takes 
up modern demographical conditions. His discussion of infanticide and 
abortion in Japan is particularly sound. It is partly based on the work 
Minkan Akushu Jojitsu, a most valuable sociological document pub- 
lished in the seventies, which ought to be translated into English. Ishii 
goes too far in declaring that abortion and infanticide have “practically 
disappeared.” 

A valuable account of the establishment of the census and the 
collection of vital statistics follows, and detailed statistics are given 
of population growth, changes in regional, occupational, and urban- 
rural distribution, mortality, fertility, and estimated future popula- 
tion growth. Then follows a discussion of the economic situation of 
agriculture, food supply, colonization, industrialization, and birth con- 
trol. 

Dr. Ishii has studied his source materials with care, but shows some 
surprising lapses of judgment. He appears (pp. 113-23) to take seri- 
ously and almost at their face value the recorded birth- and death- 
rates and infant mortality rates in the years before the census was 
instituted. No one experienced in the study of mortality could credit 
for a moment a death-rate of 12.2 per 1,000 for Japan in 1872 or even 
one of 17.9 per 1,000 for the period 1876-80. It is unfortunate that 
the estimated death-rates and birth-rates before 1920 were ever pub- 
lished: they should under no circumstances be taken seriously, at least 
for the greater part of the period. Similarly, Dr. Ishii fails apparently 
to realize the shortcomings (pp. 119-20) of the statistics of deaths by 
causes. In the one case where he criticizes the data—on the ground 
that some deaths attributed to diseases should be attributed to senility 
—he appears to be wrong. The modern tendency is to reject “senility” 
whenever possible. 

As regards present and estimated future population trends, Ishii 
confines himself to a summary of the work of Soda, Uyeda, and others. 
It should be noted that in 1936 a later life-table than the one he cites 
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as used by Soda was published, and the net reproduction rate can now 
be estimated for 1930. His discussion of birth control in Japan is 
particularly sound and illuminating. 

Ishii’s economic analysis is not very substantial, but the statistical 
material presented is valuable, and he has carefully avoided the popular 
fallacies that mar so much work on Japan. Like many Japanese writ- 
ers, he is at times unwilling to accept the conclusions to which his 
economic reasoning points, when they conflict with noneconomic ideals. 
Thus on pages 158-59 he says, “The most important step towards 
raising the Japanese farmers’ standard of living is to replace by ma- 
chinery the primitive methods of hand labor now employed.” But on 
page 178 he recommends the maintenance of the existing agricultural 
population “as a means of conserving the national morale.” 


E. F. PENROSE 
University of California 


Recent Trends in Rural Planning. By Wittiam E. CoLe and Hucu 
Price Crowe. New York: Prentice-Hall, Inc., 1937. Pp. xv+579. 
$3.50. 

This volume attempts to capitalize the present agitation for plan- 
ning and apply it to social life in rural areas. It is intended for the 
“great army of workers’ whose duties take them into the rural field, 
for the interested “layman,” and for “classroom use in rural and re- 
gional planning courses and also courses in rural sociology and com- 
munity organization.” 

It is not surprising that with these varying audiences in view the 
book wobbles at times among its various objectives. In the main, it 
is weakest as a text in rural sociology, since its main theme forces the 
authors to omit or minimize some topics essential to courses in this 
subject, such as the sociology of the rural family, while giving one- 
fifth of the text to land use and settlement and one-tenth to rural 
electrification. Incidentally, it is to be regretted that in the forty-five 
pages devoted to land-settlement planning in foreign lands no space 
was found for analyzing the experiments in Australia which have 
been very extensive and which, especially in their mistakes and re- 
organization, have much to teach us. 

The book is, however, important. It brings together a digest of 
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planning literature, of which there has been a vast amount since 1933, 
and applies it in the fields of the philosophy of planning human re- 
sources, land use and settlement, social welfare, juvenile delinquency, 
crime, health, education, religion, recreation, library facilities, govern- 
ment, and rural electrification. This is a useful service. Moreover, for 
the most part the references and bibliographies are refreshingly up to 
date and complete, though there are a few strange omissions. 

In a sense this book marks the end of a cycle. The earliest rural 
sociologies of a quarter of a century ago were frankly reformist. Their 
authors were crusaders. They stated and solved problems, some at 
least, without benefit of much data. There followed “‘strictly scientif- 
ic” texts with facts aplenty, interpretation at a minimum, and 
programizing absent. Still later, interpretations based upon data be- 
gan to gain proportionately in space. Now, the authors of this book, 
after describing problems and presenting facts, offer programs, some- 
times their own, sometimes quoted. But these programs are not pro- 
posed with the emotional zeal for reform that characterized some of 
the early works in this field. Rather they flow from a logical analysis 
of facts and conditions. They are offered as more or less proven steps. 
This is as it should be. Social scientists must assume the burden and 
responsibility of stating what they think their data mean. Physical 
scientists have seldom shrunk from this step. The authors are to be 
congratulated in carrying this philosophy farther than in any other 
recent text. The reviewer hopes that next steps in this line will be 
a bit more successful in integrating fact and program. It is too easy 
to fail to carry the facts into the details of the program. Inevitably, 
too, some chapters deal with fields with which the authors are not as 
familiar as others. An illustration is their approval and detailed 
description of the larger parish plan for rural churches without any 
recognition of the well-known mistakes in the promotion of this scheme. 
There is too little recognition of the rural high school, and some would 
quarrel with the meager attention to the Agricultural Extension Serv- 
ice. But as a pioneer attempt in a needed direction the volume is to 


be commended. 
EDMUND DES. BRUNNER 


Teachers College, Columbia University 
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The Dairy Industry in Canada. By J. A. Ruppick, W. M. Drummonp, 
R. E. EnGutsu, J. E. Lattimer. Edited by H. A. Innis. (Prepared 
under the direction of the Division of Economics and History, 
Carnegie Endowment for International Peace.) Toronto: Ryerson 
Press; New Haven: Yale University Press, 1937. Pp. xxxii+ 299. 
$3.75. 

Although this book is published as one of a series on the relations 
between Canada and the United States, the greater part of its content 
relates specifically to the narrower subject indicated by the title, The 
Dairy Industry in Canada. Because it is the work of five different 
authors who apparently worked independently on their separate as- 
signments, the book is somewhat lacking in unity and is by no means 
free from repetition; but in spite of these structural defects it is cer- 
tainly to be regarded as a useful contribution to the growing literature 
on Canadian industries and their problems. 

Dr. Ruddick, who has been intimately connected with the dairy 
industry for over half a century, indicates the contributions of indi- 
viduals, the character of technical developments, and the significance 
of organization. Although much of the detail included would seem 
to be of almost purely local interest, this section occupies over one- 
third of the book. The economic problems of the dairy industry are 
very ably discussed by Professor Drummond. Particular attention is 
given to the inefficiency of the industry in competition with other 
countries and to the protective devices which have emerged in the 
fluid-milk industry through the control boards, in the butter industry 
through the tariff, and in the cheese industry through the bonus plan. 
Mr. English contributes an interesting case study of a specialized area, 
the Fraser River Valley, where typical problems of the fluid-milk 
industry have developed. The background of the depression is neatly 
disposed of in Professor Lattimer’s three pages. To Professor Innis, as 
editor, has fallen the difficult task of putting the problems of the dairy 
industry in their proper historical setting and relating them to world- 
trade policies. His discussion of the importance of imperial trade rela- 
tions is more convincing than his discussion of the effects of American 
tariffs. Yet it may well be true, as he contends, that the reciprocal 
trade agreement of 1935, being a reaction from prevalent tendencies 
toward self-sufficiency, is far more significant as a means of release 
from a “tightening process” than is indicated by a mere examination 


of the statistics of international trade. 
HELEN SORENSON 


Harvard University 
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The Jacksons and the Lees: Two Generations of Massachusetts Mer- 
chanis, 1765-1844. By KENNETE WicGINS Porter. Cambridge: 
Harvard University Press, 1937. Vol. I: pp. xx+772; Vol. II: pp. 
xiili+853. $10.00 a set. 

This is the third of the “Harvard Studies in Business History” 
edited by Professor N. S. B. Gras. Unlike the first studies—Porter’s 
John Jacob Astor and Larson’s Jay Cooke—which were full-length 
biographies, this is essentially a source book. The material has been 
taken mainly from private archives, supplemented by various public 
collections. Except for an introduction of one hundred and thirty 
pages and short introductory notes appended to most of the letters, 
the two long volumes are devoted to the Jackson and Lee letters. 
Despite its relative brevity, the general introduction is of great value, 
digesting and interpreting, as it does, the hundreds of letters which 
illustrate the business activities of these two families of Massachusetts 
merchants during the period 1765-1844. In doing this, Mr. Porter 
has saved economic historians from much spade work as well as making 
available interesting source material hitherto hidden away in family 
papers. 

Although the Jacksons and the Lees never ranked in the scale of 
their operations with such contemporary merchants as Girard, Astor, 
Peabody, and Darby, they did represent the more prominent and 
responsible group of Massachusetts merchants during the last decades 
of mercantile capitalism. As such, their methods of conducting busi- 
ness, their activities, politics, and ethics are of interest to the economic 
historian. Of interest also was their adaptation to the pattern of 
industrial capitalism as it developed during the later years of this 
period. To describe them the author has used the term “sedentary 
merchant,” thus attempting to differentiate them from the earlier 
traveling merchant. Considering the fact that this type of merchant 
existed both in earlier and in late periods, the term seems a little over- 
stressed. These men, however, whether their education came from the 
quarter deck or the counting-house, did settle down and conducted 
their buying and selling mainly through agents. Essentially they were 
managers—managers of capital, commodities, and men in comparison 
with the more specialized management of men in industrial capitalism 
or of capital in the later years of finance capital. 

Students of mercantile practice and American economic history will 
probably find little new in Mr. Porter’s excellent Introduction. The 
manners and mores of the American merchant during these years are 
known in their general features. Through their agents they purchased 
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and imported marketable commodities and wholesaled or retailed them 
as best they could. They struggled with the inadequate facilities of 
contemporary currency, banking, and international exchange. They 
were forced to take big chances which were likely to result in large 
gains or losses, but on the whole their profits were modest. If their 
gains were large, they were tempted to invest in the developing in- 
surance, transportation, or industrial concerns. Generally Congrega- 
tionalists in religion, patriots during the Revolution, and later Federal- 
ists in politics, they were not averse at any time to saving a shilling 
by evading a customs official or turning a crew of seamen adrift in a 
foreign port. 

Nevertheless, the volumes are a distinct contribution. It is valuable 
to have the problems and practices of a typical group of merchants 
described, and particularly so when the sources are made available 
for the reader to check as he goes along. Especially to be noted is the 
material on the Calcutta trade. Both the Introduction and the source 
material make these volumes essential to any library of American 
economic history. The volumes are bound uniformly with the others 
in the series and are well printed and illustrated. Unfortunately, the 
book designers, as in the earlier volumes, persist in making life more 
difficult for the serious student by gathering the footnotes of the Intro- 


duction at the end. 
H. U. FAULKNER 


Smith College 


Social Handbok for Norge. Edited by Ernar STorsTEEN. Oslo: Norsk 
Forening for Socialt Arbeide, 1937. Pp. xvi+863. N. Kr. 17.50. 
Budgetary economy caused the Norwegian Ministry of Social Affairs 

to discontinue the publication of its periodical, Sociale Meddelelser, 

in 1927. This same year the Norwegian Association for Social Work 

(Norsk Forening for Socialt Arbeide) decided to fill this gap by found- 

ing its own journal, Socialt Arbeid. The Handbook under review is 

integrated with this project as parts of the book have appeared at 
various times in somewhat different form in Socialt Arbeid. Moreover, 
the editors promise that the Handbook will be supplemented from time 
to time by future articles in the journal. Government recognition of 
the association by substantial financial aid in the preparation of this 
volume gives the work something of a quasi-official character. 

The membership of the association consists of employers, engineers, 
government officials, trade-unions, and employers’ associations, as well 
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as charitable organizations and social welfare workers. One might, 
therefore, expect this Social Handbook for Norway to be more than a 
“Handbook of Social Service Administration” in the American sense. 
Although this expectation is amply sustained, it is, on the other hand, 
difficult to discover exactly what basis was used to define the limits 
of the subject matter. This is certainly not a “Handbook of Social 
Control for Norway,” for it includes no discussion of such important 
Norwegian measures of social control as the “‘concession laws,”’ or of 
the more recent industrial subsidies under the Kommisjon for Nye 
Arbeidstiltak. The editorial board apparently anticipates criticism as 
to omissions (see Foreword, p. 5) but furnishes no clear statement of 
the subject boundaries adopted. 

An approach to such a statement appears indirectly, however, in 
the review of “Public Expenditures for Social Purposes” (chap. iii) by 
the editor-in-chief of the volume. Here all the expenditures which are 
in the interest of the execution of “social policy” are classified as 
“social expenditures.” In turn “social policy” is made to include not 
merely “the systematic care and public protection of the least ad- 
vantageously situated elements of society” but also organized society’s 
own program of protecting itself against injury due to internal con- 
flict between classes (pp. 51-52). On this basis not only are expendi- 
tures for public charities and social insurance included but also those 
for the Monopoly Control Administration (Trustkontrollen) and the 
industrial conciliation and arbitration service as well. Nevertheless 
save for passing mention (p. 33), the Monopoly Control Administra- 
tion receives no treatment whatever in the volume. 

The fact that the work is made up of one hundred articles by more 
than seventy different authors makes generalization difficult. The 
various chapters are by no means of uniform quality. Most of the 
contributors are, however, public officials with intimate knowledge of 
the laws or institutions about which they write. In general, one may 
say that there will be found good descriptions of the Norwegian legisla- 
tion on such varied subjects as public health, housing subsidies, adult 
education, social settlements, child welfare, social insurance, unem- 
ployment relief, public charities, labor unions, industrial conciliation, 
and liquor control, as well as reviews of population changes, the dis- 
tribution of the national income, co-operative marketing, and of the 
work of a number of Norway’s social welfare organizations. 

Although the accounts are necessarily brief, the volume contains 
fairly complete outlines of the development of the pertinent legislation 
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on each subject. However, with some notable exceptions, there is little 
treatment of the operation of any of this legislation. Almost entirely, 
therefore, this is a “handbook” in the strict sense, and, except for 
occasional comparison with the legislation of other countries, there 
is scarcely any critical consideration of the effects of any of these 
measures. 

It is, of course, not the fault of the authors that anyone who at- 
tempts to digest the book as a unit will suffer from some mental dis- 
turbances. As suggested by Dr. Sinding in his section on the “Eco- 
nomic Basis of Socio-political Action” (chap. ii, Part II), the motives 
back of proposals for social reform are various. In a democracy many 
separate forces are at work, and there is no necessary unity in the final 
pattern. There is, for example, no more essential harmony between 
Norway’s Trustkontrollen and her Melkecentraler than there was be- 
tween the United States Federal Trade Commission and the milk- 
marketing agreements under the late Agricultural Adjustment Ad- 
ministration. 

It is unfortunate that the language barrier will practically restrict 
the use of this book to Scandinavia, as it contains by far the most 
extensive and up-to-date outline of the social legislation of Norway 
yet available. Students of Norwegian social affairs should find it an 


extremely valuable tool of reference. 
C. L. CHRISTENSON 


Indiana University 


Handbook of Latin American Studies: A Guide to the Material Pub- 
lished in 1936 on Anthropology, Art, Economics, Education, Folklore, 
Geography, Government, History, International Relations, Law, Lan- 
guage, and Literature. By a Number of Scholars. Edited by LEwis 
HankKE. Cambridge: Harvard University Press, 1937. Pp. xv+ 


515- 

A group of prominent specialists representing the principal fields 
of the humanities list in this second Handbook of an annual series the 
material relating to Latin America published during 1936 in the vari- 
ous fields. Sections on art, education, folklore, international relations, 
and on the archeology, ethnology, and physical anthropology of South 
America have been added to the fields represented in the first Hand- 
book to round out the outline in substantially the form to be followed 
in subsequent issues. About thirty-three hundred items have been 
listed, with a few lines of comment to identify the contents of indi- 
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vidual contributions of importance. Each section is headed by a brief 
statement of the year’s activity in the field; the sections overlap, 
necessarily, and the economist, for instance, will find some useful items 
in Rippy’s section on international relations. The volume includes, in 
addition, a dozen interesting bibliographical essays, notes of a spe- 
cialized character, and an index of authors. 

The faulty vehicle which conveys this great mass of material will 
prejudice some readers against the Handbook. Spelling, capitalizing, 
punctuating, abbreviating, and accenting are frequently unsatisfac- 
tory; the work in this respect falls below the standards of the Harvard 
University Press and of the contributing editors who constitute a 
veritable Who’s Who in the Latin-American field. This reviewer found 
some seventy-five mistakes in an examination of a sixty-page section. 
The inconsistency of form offers the editors a pressing opportunity for 
improvement in next year’s Handbook. 

The economist and the economic historian will probably be dis- 
appointed in the section on “Economics: South America.” It will be 
remembered that the basic bibliography on the economic literature of 
South America published several years ago by the Harvard Bureau 
of Economic Research in Latin America was particularly unsatisfactory 
in its omission of large numbers of major works, in its lack of plan for 
the inclusion or omission of periodical material, and in the publishing 
of critical comments frequently written by staff members who were 
unfamiliar with the specific books in question or with the field gen- 
erally. Thereafter there was no room for another misleading guide 
book. The economist who enters into the cultivation of the fertile 
South American field wants no list of “What Books I Stumbled onto 
in the Course of the Year.” Nor does he seek merely a rearrangement 
of the items in Reader’s Guide to Periodicals. The editor of the Hand- 
book’s “Economics: South America” has not been guilty of providing 
misleading comments on the works included. But the plan for selec- 
tion of material is still unsatisfactory. Important journals like the 
South American Journal are neglected; attention to periodicals pub- 
lished in South America has been inadequate; and even important 
American periodicals find no place in the Handbook. On the other hand, 
insignificant journalistic comment is given space. There is also evi- 
dence of need for closer attention to government publications. These 
deficiencies which cause the section to compare unfavorably with other 
portions of the Handbook are not remedied by the introductory state- 
ment that “the items here presented should be considered as a sample.” 
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The labor involved in constructing a comprehensive bibliography is 
so great that a reviewer is perhaps exceedingly uncharitable if he does 
not say at least that half a loaf is better than none. But half a loaf 
need not be better than none if poorly prepared. Praise is due to the 
American Council of Learned Societies for aiding the publication of 
this volume and to the editorial board for its acceptance of the arduous 
task of preparing it. With the expansion period virtually completed, 
it is to be hoped that the editors will next achieve a suitable plan for 
the collection of material for all sections so that subsequent Handbooks 
may achieve a more uniform level of excellence. 

Stmon G. HANSON 
University of Louisville 


Money and Banking. By Cuartes L. PRATHER. Chicago: Business 

Publications, Inc., 1937. Pp. xvit+559. $3.75. 

This volume furnishes a good example of the problem of organiza- 
tion that faces every writer of a text on money and banking today. 
The author has followed the usual sequence of subject matter, giving 
the first ten chapters over to the functions of money, coinage, monetary 
standards, the New Deal gold policy, the history of money, check 
currency, credit, and credit instruments. He has followed the example 
of many other authors in relegating the discussion of the theory of the 
value of money to chapter xxiii. Between chapter x and this chapter 
appear the chapters on banking and its history, the bank statement, 
deposit, loan and investment functions of banks, clearing and collec- 
tion of checks, foreign exchange, foreign trade, and the Federal Re- 
serve System. 

Before chapter xxiii is reached, however, there are many references 
to inflation, price changes, and monetary and credit policy. To be 
specific, on page 7 Prather says, “Managed currency is the ideal type 
of money.” On page 29 he writes, ‘The ideal is to have a general price 
level which is fairly stable Price fluctuations due to changes in 
the supply of money and credit should be eliminated.” On page 40 
we find, “This increase in quantity of money in circulation would 
raise prices.” On page 42 we read, “An increase in the supply of gold, 
other things being equal, tends to stop a fall in prices, while a decrease 
in the supply of gold will tend to check a rise in prices.”” Other ex- 
amples could be cited. 
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Now, many of us who have written texts have committed this sin. 
We have used terms freely and made statements similar to those above 
before the student has any basis for understanding what is meant. 
How can a student pass any judgment on the “New Deal Gold Policy” 
(chap. iv) or the “Credit Policy of the Federal Reserve System” 
(chap. xxii) before he has studied the “Theory of the Value of Money” 
(chap. xxiii). Some authors assert that the student could not under- 
stand chapter xxiii until he has had the others. The reviewer is con- 
vinced that much of what has gone before is unintelligible unless the 
student has already gained some comprehension of the relation between 
money, bank credit, and prices. 

The reviewer realizes he is probably in the minority on this point. 
But he feels strongly that, if Freshmen and Sophomores can be ex- 
pected to master the general course in economic principles, they can 
also be expected to learn something about the theory of the value of 
money before the end of the money and banking course. This situation 
makes one recall statements made years ago by John Ise and Harry 
G. Brown that most of the so-called “advanced” courses in economics 
are less “advanced” than the beginning general course in economics. 

With this exception, Professor Prather has written a text that will 
be quite satisfactory for a money and banking course that stresses 
descriptive rather than theoretical material. Its distinctive feature is 
that all through the book recent developments appear in their proper 
places and are not reserved for a chapter or two at the end. A valuable 
feature is the inclusion at the end of each chapter of quotations from 
other authors upon which the student is asked to comment. 


CHARLES S. TIPPETTS 
UNIVERSITY OF PITTSBURGH 


A Hundred Years of English Government. By K. B. Sme.ute. (“The 
Hundred Years Series.”) New York: Macmillan Co., 1937. Pp. 
468. $4.50. 

The available works on English constitutional history are lament- 
ably weak on the last century. Most of them were written by men who 
felt that the important part of their story was ended by 1689 or even 
1485. With an effort they reached the Reform Bill of 1832, made a 
gesture toward the succeeding suffrage measures, sketched the terms 
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of one or two judicature and local government bills, and ended with 
the Lords Act of 1911. Now, however, the efforts of the late Professor 
T. F. Tout to call attention to the importance of administrative as well 
as legislative developments are beginning to bear fruit, and the work 
under review is not only a welcome supplement to the older treatments 
but also a healthy corrective of their point of view. 

Taking 1870 and the World War for his division points, the author 
contributes chapters on the “State and Society,” “Government and 
Parties,” and the “Machinery of Administration” during each third 
of the century, with an additional essay devoted to the interregnum 
of the war era. In the first type of chapter he undertakes to survey the 
political problems with which the state was confronted in each era. 
This inevitably involves the repetition of a good deal of familiar his- 
torical material, but it is seasoned with an attractive literary style and 
given a fresh interpretation. The specifically constitutional chapters 
are devoted to a careful analysis of the workings of the party and 
cabinet systems and of the administrative offices. No longer need stu- 
dents in this field be vague about the exact relationship existing between 
party organization and the sitting M.P.’s, between cabinet minister 
and permanent undersecretaries, between the treasury and other gov- 
ernmental agencies. The development and organization of each minis- 
try is described in detail, and facts and figures on the growth of the 
civil service are given. 

All this is set against the theoretical background of the transition 
from the vague optimism of the utilitarians to the disillusionment of an 
age which has realized that there is no necessary connection between 
a man’s value in the market for his labor and the minimum cost of his 
maintenance as a citizen. For a historian who begins in a period when 
politics were intimately connected with mob violence, Mr. Smellie 
seems a little gloomy in his survey of the present situation and ends 
with dark forebodings of dictatorships to come. But he has observed 
the increasing importance of propaganda techniques and notes that 
“the maintenance of political power requires abilities and means which 
are in startling conflict with the abilities and means required to solve 
the real problems of the state.” Can the civil servant—the expert or 
philosopher—win and keep the popular ear? It is a question as old as 
Plato, as new as the latest tariff problem. 

M. M. KNAPPEN 


University of Chicago 
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The Backward Art of Spending Money, and Other Essays. By WESLEY 
C. MitcHett. New York: McGraw-Hill Book Co., Inc., 1937. Pp. 
vii+421. $3.00. 

No more gracious tribute could be paid a revered teacher than the 
assembly, at the instance of students and disciples, of his “fugitive” 
compositions. It exceeds in sentiment—alas! often in worth—the con- 
tents of a conventional Festschrift. Gratitude is restated, fealty is 
reaffirmed, and generous reminder is given that the performances of 
the past have not been engulfed. 

For a generation the economic journals of this country and abroad 
have presented to their readers, with a regularity that amazes and re- 
proaches, the fruit of Professor Mitchell’s scientific labor and philo- 
sophical thought. The range is astonishing—criticism, historical re- 
view, positive contribution, all distinguished by subtlety of thought, 
precision of expression, fertility of suggestion. 

Not everything of his briefer performances is included in the present 
volume, but the selection has been skilful. There has been occasional 
revision, but not beyond the endeavor “to mend awkward expres- 
sions.” Over and above its grace as a tribute from those who over a 
score of years have sat under him and its value as a vivid documentation 
of a mental history, the volume is endearing in its personal restraint 
and scientific modesty. A fine sentence of the Prefatory Note, “I like 
to believe, that I have learned something as the years have passed” — 


is as disarming as it is tender. 
Jacos H. HOLLANDER 
Johns Hopkins University 


Twenty-five Years of Accounting Responsibility, 1911-1936. By GEORGE 
OLIvER May. Edited by Bishop CARLETON Hunt. New York: 
American Institute Publishing Co., Inc., 1936. Pp. 789. $3.00. 

In these two volumes, disguised as one, are to be found reproduced 
leading essays, discussions, reports, and memorandums prepared over 
a quarter-century by a distinguished member of the accounting pro- 
fession. From an early article on valuation down to a recent comment 
on Keynes’s General Theory the author ranges over a wide variety of 
topics classified broadly by the editor as follows: the profession of ac- 
counting, depreciation, valuation, regulation of securities, taxation, in- 
fluence of accounting on the development of an economy, and reviews 
and criticisms. To accountants Mr. May’s work is well known. By 
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them this convenient collection of lucid and stimulating contributions 
will be acclaimed as an important addition to the literature of the 
profession. 

To economists dealing with such questions as valuation, taxation, 
and the regulation of securities the accountants’ analysis of these topics 
is well worth examination. This is especially true of the recent sections 


on security regulation and taxation. 
RoBert D. CALKINS 


University of California 


An Index to Business Indices. By DONALD H. DAVENPORT and FRAN- 
ces V. Scott. Chicago: Business Publications, Inc., 1937. Pp. 
viii+187. $3.00. 

This is an invaluable guide to the most important index numbers 
and other statistical indices that reflect changes in business conditions 
in the United States. It covers: (1) index numbers of wholesale and 
retail commodity prices, building costs, cost of living, and purchasing 
power; (2) index numbers of security prices and yields; and (3) index 
numbers of general business conditions, finance, labor, production, and 
distribution. 

The book consists of two parts: (I) a finding index, and (II) a 
section in which the various index numbers and indices are classified 
and described. The description gives the name of compiler, the fre- 
quency of publication and period covered, the medium of publication, 
the purpose and composition of the index, and the method of weighting. 

The authors do not claim to have included all indices of business. 
They have confined themselves to those published series which they 
consider have sufficient general significance for the analysis of current 
business conditions. They have not included series which are compiled 
on an annual basis only, or which are not kept up to date, or which 
are not available to the public. They have included regional measures 
only when they are compiled as subgroups of a national total. Prac- 
tical limitations made it wise to restrict this volume to series relating 
to the United States. 

To the best of the reviewer’s knowledge there is nothing similar or 
as comprehensive in print. The book should be of great assistance to 


all consumers of statistics. 
HENRY SCHULTZ 


University of Chicago 
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